


Institutional Archive of the Naval Postgraduate School 


Calhoun: The NPS Institutional Archive 
DSpace Repository 


Theses and Dissertations 1. Thesis and Dissertation Collection, all items 


1987 


Competitive procurement of electrical power. 


Ray, James L.; Smith, Raymond W.; San Miguel, Joseph G. 


Monterey, California: U.S. Naval Postgraduate School 


http://ndl.handle.net/10945/22680 


Downloaded from NPS Archive: Calhoun 


| Calhoun is the Naval Postgraduate School's public access digital repository for 
D U DLEY research materials and institutional publications created by the NPS community. 
sa Calhoun is named for Professor of Mathematics Guy K. Calhoun, NPS'‘s first 
KNOX appointed — and published — scholarly author. 





LIBRARY Dudley Knox Library / Naval Postgraduate School 
411 Dyer Road / 1 University Circle 


http://www.nps.edu/library Monterey, California USA 93943 










pee w ; y ha, 4 2) TR aS Sete es 4 DR areca seiverr eri) we iparer sevice) peer wr hs tiremrtpor pie ry. Fee troy 4) 
F e a f , P 4 A Shee on rare roan tec seeigenceeis PET eR a Cree “ 
n 


oh 
oe 


Pd 
3 
7) 

or) 


Saf le do Tee old Re ae or tern ath Stee 






PN ee ow Ss 





























































































































































































































































































































1, Pea oan hepa LAP pecien > ST ee With ee a 
UJ ie i. pr Pare: Ce Vel ace ea 424 Creer bere rrr} Lye ree td Padh oe 
1 iw « r a Pe oe than ib be eta es hr e-ray wt ery ed eu be ier ie 
Le : re ax ys i Pe eter ah est type Pee Tre tre) Parry? | tere mre 
ries ty ~ = sd Reo Re er ore AT ry ey, Wte eens gueg Rt. 0. dep ite Whe ae Pee 
a i Bi: EE errs on eer re aT ours suansnoseaata Piet eee pee te he or) C7 eel 
i Pls an 2 Pir toa Sta Ma hed Ph ee a Rinctocenetennts Mel OR ln. re! or) 
Me s Sua Tee cake ee er aie = See ecu ee er) 7 yee ri sob ppate bps opr een ey Ce ed a ee aed 
a i AO fe Rnd a Rive tp ve ro er ery tt paeaye Myra ro larertr bere Pein Lt oe ee eB ote tee e ett ec acorn 
0 a Pe ae ee ’ in et: Fay «- Bere bore 4955 Pa vida, eas Sa ae te Aled 
nid b . a ir Aira on rp TP ae iF VLA hee ee Pe ae rrr) Sema err elt Le ate Mis rr ena 
- w s a ie oP a ty i erry Pr Ye re a ih 6 Neher an lagladeae need Per See ee pen pra dana eh Lei aA oe aa 
O fd ee ale dye Maa oun beaede Spidey Recap wih roo hog Sa aeerel se Ty a eye ov oor chyt erga tebe bho ee tepeotid opty ot 
@ Ls : 7 AOSD KQm Ue ote ADEE Om “Oss UB PaN4: fer wet roma appear Oe ae te ee mene ae mp ore caper aoieaest 
Pan Ea . hie ne aero ee Y era eo om Fy eye oe Garland remap mele im Sree ere ale oe etd peed 
‘ ry $ ; m TF i ee Came ey eee barr rik 9 Hates rsa ri Spe tetas heat OA ey CoE 
+ el by 
s ah) Se eoata es yee 1 vem wy etn he BNNsheec eatin ert PB Mgrtn me ahidaa Oy Say Nrpings mye see abaya out 
i. r ] er 7% Patty ee Sra ee a ae DL Ce ee TL  ccaeeahamtae' etna he’ ales’ Pe irts A a ed haat a lectenadlenh abel 
; sted ren Hits Tir Reenter Perr Caen ot ae ad ate a erotine de Reeser preempt Me d y 
ae Mu ee eee Loe ee pea deetons On To 9 Raab. RAPA PIAS 65°00 Gots EARS OAS omo rg. MRT Lone ty maw aarts PT en el ad 
¥ , a pty ey Peery Nomi riers , oaeys ert | Sc areanene yiitaha ibe ede ald bear tien nk oe sie ase emo Seater area | ifs maa rarer 
° ae is Pee a eee! Pw ins eee Dea alee ype: ae orien | CO a Ne eee ae Ne cate ete Oar wee entee gees 
r FT Lead bo tdJatee &.*teherecte ay vee) Ag? tate ona err ny errr e eel orelyr ets yep ped remedies emp age Tea bae es 
U u : i Ua : tape Atop § 6 Pav ety ps rere at pets ir Lubes D Soe eam tate dy A ropteiaearaer se pepe > ihe teenager e 2 
ok > [een | ae ot Ly ae ht) oa ee sgn toMy SW Abho+ ala Reins Pacey ore AKT WT Co et te we ke po ryartetnir treed se) pepe ara “hea tial dna sdeeapad elias 
‘ . D ee " ~ Ak me To sme Se phere Eee iy fant PL ere Benge okey Crs “7 cc tepet hha othe Oren bedaeunes ea Peper, oor et 
LS t oT a. ss SVP TR ee ee ee a) Ph ete tlt 1. hh tie adh tesahaed CT Ee ie 
4 - i an 4 ’ - D TT on ~ a A a aed 7a a < Sit Frip nse: fh gals pry Fs rerrr eerie Renata bi hege Alb Latent meee propecia tercae rece 
ad a te ‘ Sh a) ry ere ey Se ee ee eee he ee 5 re ore tet eaeee Tore Fe i Badia! 
‘ a EY My eee a “tplee rer ey te + Te ee | WOMEN tra er sean) Cr dtg be mey: pete thie a De ela eer ea eee 
i Y ; ry Yo O Vahgtit Nome Bator er eed A ae ee et ee eee Laas hat beh oe ey corti tte tone Pe es eal 
1 Ln! fl 2 ed | Poe aS ee) TY a pe ee ree parte Piree Prag er era yet yr Pho ed o Nahar sarscerere ares re pled ah eas oe ae ee et Te ge hall 
ar ‘ a a Ajean. 43 Perveen Pee Ao we ere Perera or rte Ped te CT Te Ms tee ena Habit pee A ataa Aen utes omeremonbeatealO-280 
‘ s] j ; i : a. A ee ee oe Re BDe Whar. MUA — i Reng erttvag! Leer ee Ty rrpehpte ree tales by tary (a UE May Pe 
Pd ty '% am Bafa ou ey peut Ce ee Se hs ot te MR bk TLL e. egenr tes WraRe Patra Parteh heti-fo Te eae 
e "4 ' + es « ’ + ee ae ar ; DOS ed later as On coe eee eT oy SPL otiahe ac bn et ad br page epretey rate 
pee 4 ty +7 ei ee oe Aarnd - eee th be te Ta a epee el pS Norn en a tate Beh lie bot, elt hed ed et 
‘ car % Ses f- ae ithe ee Ea bel ee chbne eptaie ec ee rover Sy fp Raat toa Cee 
. an 1s eo a = Le al core PO ee hy oe ark meter eg pele oe Pea cans oh Tk. Be Ne ne tet banter 
a a t Oe 5 N Pe : ie OA fonts eda Db Be Fre atieln A rh OPUS S Onde ro ep ohenic epee ben Alban rey ure as [ar yy ss ironies pinata epee 
bo 1 . a Lay J ’ 2K 4m by Woiby We Rs MAGEE Cat My Cree ey epee ae Speed lage ooo er Sel deas pon pee th se 
ui ek. alle 4 fshed ' ar hs sel inns neh dees dt. A) st batreey 1) PAPE! lager pcan peter ae hs. itera err ae ere 
e 4 a ee | eerie aes wh brea he eR ee or aiw sr) aredsa ee we) tn ae a eT eee ere nae Picton ner 
rs + & Le a © a Poor ROR mIhe Ya eerie ee Lge Herwig te Pare eee lly Ye apes heer any een we dor irny wher pete = tly Ry em ear llr oma 
o q P bP te here i ei Ore eee ee ne nT es tab heeded ta teeny int pooner | ae re amet tana Se 
: . LS o tas latins ho oe oe Perret we wryevin) severe errr er Rit yn 1 ere sree mS VCC of ere anes hirer eons Cetibtimetphtentrwenr oer snoran ages 
‘ Ls D oi se te ke ee et eee bet ee a Te Amemen tee ee ee a a ee i ee patent rar 
‘ " a r i ry ry ino ry ee Ee ee ee eee ee i ee eee ek tree ert et ciel oso penser nan Rece~wones 
ns ‘ a ns ‘ oe ~ ss Yt ar > Ls Meee toes eve Me Oe oe ae pear ete if A ae. Rl he ep te eae ou 
P| * wie U a] m 1% Wiatobe Ame  7-“hpihe MM 4 > A IOEEHAgam re Urbs rdenierep ahs Fe bh abate the CS ale partepravetion macys a AT ernst 
be us eU a a tot & ~ PE Meath beta an ae Rettman sitet tor nee SN eee ee Le auarean Le 
: i i i ~ hoe om ae bs er) eer’ ie eer a Pee ys peer oe ert part rae dle dir ony eae ag CT let alae od ale tale 
“” Po ve oe a - a a SS PyrRs Cones eae Ma pg te Sf ston, ty toe Benn 806 late Bh dacieneee ahdae in) Sater, Lacincsenca: tenup ete ona shel diated et tle eet 
‘ 1 4%! 6089 S a Co ee es a ed poss teh Poe ee ee en Deed adhe laced . Ft aha Miata hated 
- ta “* ae U oes hehehe as ee ok Ls Ba) pe be ch a ale ed ate ele el ae Bako alc deat lara tated 
B ‘ F Se on od ] alla eed is rot in a reo Pet. Y eye 78 OO epg been tals toons speed rg peo coches Gimapeagic age Ss uated ition hahaa meni baie ain 
” S& 1 " oe oe Ora r nT oe bd toe er haa a aage t DPA etter Fan ia SS ee als ®; 
oe + ae a oo) A] L a » ire rN ¢ iy] ay ie pees hay Peet ty) eee! he too? Ty sebewty nee deri sarete Ph ee! Ss nore rah te rome gaga amen te 
_ 5 ‘ J we ad | | ed ee PS Sols tbe” 8 8 eee tee a ek | Me wee Ss ifeemhapgnn bee pha tty FIR a eee 
a ! ee ‘os ee Som. mee roy a Sea danet meh atid re ennsnety aie >. Rewomsalp Dt he Re ta el 
saad’ , G Vee) , . alt a cele Nota ae ee ae ter ee te dd Len iad paras tent ott Pistihi ee dete C eebe datas nals aanh ad hip darcedems 
a “at ) > rT err ~ " Aas +. Deer Qe oe be Saas panera sued, Si atabeaeniiants iihieuhs ten tan dabeel aac a teaaeaeed Loe Cebermaa imitates oy 
A 2 * Pe he eee eo Ven erm Se te Re bien Dla hee ara npaed per eer ere pp sat eedbs cehialatanatie 
J a ' a Te) i ee ere Perry seed bop ee aepe heart Sr Le lals Lacaben Unteeciependetaddeetates sik cat Steptoe 
i A > ad + i oa) Te ee deaf“ Se mde Aue ae om te Bi ore Be) bale ae Lk eT TY od Lieder, tes, aor Ph deoteonientetecase ew en ee rere ll 
a H re 4 p seghinny arin y Airey hy: Prete VPA / Denar rE ole Sr oaoq eae chahtga nye} nk  oreinnen ei OE See aires 
te “ oa a Pe ee ee hc). pane ee ae “EN enone rere 328 ety ee et ty aoe Aare hs 
i <8 i aan Pe ¢ AS oe vee Yo ee ee ey pres testes oh} Patent et ee ees Deak et a ke 
2 an * % Ta Le tae Ladd | Opie, Sec dtr eee arioed eed beeate Bee he te Re telat teks Le tn Re ee bec eee Roe hehe) 
td J a) om Ble os Oey oa pee rear Peay pasreere tier ey) Megopiert inter nciectonartrece tocctyse trode ico dnar ty neeeigindh 
* CP n ie a “<* rr oe Pr Pe pL est Node Ste Fey Pree tao HR Stair terri Pelee en be adit Medan | Pe a tdin ga deaetie-ghalontin-athelin- ae Lys dk dete dapper ae 
Die ce t 4 = the Ew ire ee eee 1 oS ee ‘daa neta sry Sl tet pee nr thbe. ast Rapes ian Caleta eth eee er ee ed 
F ‘ ( fi % «4 Swe’ Pe eee <6 Se gy ec Panta Aaite ta ih tee bl tiny ntsc dp has hantoe thie sa dhe lit toe taveaphape ach th dns Leads nol anal Setemmh a ttpnplotaaeghheceedanhy cahecnodiipitheerc onaay aioe 
a a ae i ~ ae ey +adeu ee ee yy Reka ar cr ger papoer th s-teyrabaayA celts ary Sag 6 
b 5 tee! & at. p 2 CN aan sds at ae) ae eo Pacey. phat tenn be Saree ETL den lenge te lie Lan Dade bipedal eealirinsdgrtien tid PP ae diedtbed 
e , n as 7 rf Le we: v0 eae Dt te A Li Cire wer tere | peice tegen Fre bho OI ee eee Lal gto 
P ' Pa * - Teen “i Ce Se ners ee een et fins ales tees ee me ht 9 Oe 
we Lt A dels aR te Wat eed eee tee re oe notre ued auitinndin Ubeaprabiaton ama kee des tenn dan eptnartin tak eae ate Mined eepenion nae 
- ) ey) a »* es PR ng Pete oh hag tee OF A Rcd, “aM Te ATT Ate uy ETE po a peter RE uae car ea dese a 
bd ¢ La U C7 es . ew ere Ye a See Peer ty nt te eerie hr) Soin Fe ce ees oe eee eee Cty) So ce tees ek toteta ethane 
: “ hd 8 a Ou me * apes fam, Em tue: 0 the Ap Ae = @ Mes 7h tor Rr sioede mein eter tee teas ae er Rea! as tanta ST a de et henna ten a ek tna en lee 
LW ) To) vy er eee ve tt) Ls Dipshtptteneionene nusrtnaelde Pe ee te ee ee ee 5 atl edad Re el ite Pcetendiely erry ayee type n-aaie 
P bd Lt i= rave ie a et ef ieee ne Rs Yo, SAP Ape Me Pye FT Ne Wes ara ds Mca ha oa tak ane ee etn edi ted tn, be ees ipeheaiannte ameatiran 
i vt 5 et Te ee ee | oe ee a cea iil arti deat a pa it epartgoa at RET a ahh =P 
® ah Cf) ey ar eer rer pee Bie, enemerenddene bode: ate terete eek a Petey 2 he ee aed Lae th Aran sided 
y rn “ A os te or) eh eet) A A Pr ee rhea Le \mlaettdensatachans rie Sacre PAS SY Pt eet eee ee C Paameadaane’ 
: “ Fa a, er) oat, are rier) me athe Be ee oe leh br pe nae wt eee ante pa sappaporaevay roatecie tt asta | 
‘N A "& Ree se Ad BATE oP ants better oe teherge. a GF Mada Kund threkemnerd gpas 6 larbiartiednauplrys canoe e tines Aa eoeies | deeemnelindaetaiaa ieee 
Pd J = . Po 1s Seder ee eet Ae ere ar oy ae te armanind Aes wea sta ons og teeta tae ttle ian teed Sch daiate aati > ot Saceeetetetaledet 
res ok 71 ye ty eS en ae a eS a) Too tp el merictes eS SEES eee a ee ee dianad eee 
L ad Pi Om ty Ri ver] — Fo beer hoe din oo wee ee ee Sarthe arse OY deo al te 
HS : , A Ps Orr ys. . A oer n. ee nT 3 = car ore Credit cai, sponta Pe deterrent. Lc ican dace aaah 
, u Per | ae re ee a Pape chant ania a) Past Te a paecarcnoes ere ele he econtain dn Satie tats 
— ro) A re os Papin Co ee eee eee ae ke alo , Par Mabe sgngaesongne a eemenpopes se A, her ete 
be ny i i i , Rene oe oh, wae eee pies yf ere ah apie cae 9 go ave tee nah peony ae mane 
, Op Per Perro oot ere 6 as} pier lia att 2 end bes tat Ls oe toad 
ad é <a es a eee Sewn of Nig patie aren Pig shen’ bids eer ke Help a on 7 tat phe 
ae: eet e* : a eaten’ erie Se km phic Relitnce th pine, cides in tarts Se areas aaron 
a De ia 4 tr Sete SW ort pert ee aa Pac = a a rerarerene nS po 
P Me > Pe ‘ Py en Pace i re Sprtatet stone a ae poh cont, 
s ‘ bs £ a ? Po weer a ee PP rire et Serie ren ie Fars: acing a nah, 
J F F : = ¢ ar ae | ag try sehen Lat wR heal atard F Y rt Ph oa Fe 4; Lox Bh oe ss sp eee 
. c Pp = ee ore a) aie aT Pe eer he man rats store, cer era ne os ™ 
a + ia +afee- & felWa wie, Py Tae: rye ts Cw ed aie emt tT) teat ts t. si 2guspane ak] ane he cg rye Sah 
% y . | os wehbe hes fete i ied, Tere Ca a | Lid 4 Fa aa | Pre heen he ates ”~ LA 
r U Th ae re) te ee Die tte) Sars ye cect eye 
f 3 $ S : hes eee) ae ee | oe aS tia oe Eh ahha ahr eee ae 4 
Le od o uJ eat. a aes S M P ier ee wrong ate OLA “pee afi ae” Signin "ote oe genet 
o ‘ FS: a da'tiva*e ren ee a vt eNe Sat: Se di heel peat ted a Se Rs aaa 
3 r te ws I ; - an} a oe = than ey x aoe ote iba ot Ce ea) re See 
5 + = “ee are Srp ‘se & © <a < cw rps, aé oe ros be okt ac) ep ee Sindh ceded) Pantanal 
F 5 A. i i Py *“} maf : Brees Petree eaK ers Sth et sori a Se dae Ag ra 4 rot 3 
a i 7 a ae ae rea gt ro) Pei eee Kine, A sa eee ee ch Ph ies 
i | hee f Lore area ere. a; ES ae Se MAAS YY ee Blatt i 
i ar r F L i ; ae) -' a a ee ee tg ty bore eats Te cD eel ed My , eg aera lear more 
A ie aaa i oe id res YB ot eal digi -g tes Pa ae Fy ar ore Fi x ihe iy . a CS 
J 7 0 "ee J : v . y Se Seed of S 2 “a tere. ote Be ee bd w? 
Py ' ; ‘ EY “ nit ta BP ee Ps pre ay te wa ite a A ry vy G Reh ity oA % AP 
1 ors rl ‘ eri a ay ae O ad Le 7 eed rain & Sed 
| Deck Dee nnn nt Ne anne roan an 
ee Sq Mpegits omy y SPP a7 a C4 a. bo i ot ap 
art i ee Pe it rtd: ; cakes pa Rea Ps i oe he ech cite nee 
ae er vi ies d =) a bad Pe clark Weis Piedad aaa 
pe ted at rae AYE mt ne hear hye ary pee b= Vy eter ia a5 oe Ns fas 
‘ , Te aro an MSE Ge: Seda soy cr) bt & Se a 8 Oy beh 
Lu is Saar gas. p hes? Pe At eed A ee ie eee i ety 3 GE's 
eee te AS a - te ee ae te Cd Bete *6 > wy 
sityg® hgh eee”. . * Lane a Be gd Ae ye Se oe Rhee, aes hal f 
' ae EM Be gt gee de 2 ees dete fe 7 =e i Ds De Sat Pale Seeds Deeb 
fe , p; Sa) > a Ma 3 A ros Pal we” Par Serr 
Fy a > ae 4: ear Pe ae — aT 
i ee Tvs ; dies wes 
i vy PS eS wey Nee 
a y t Pay ne oe ce f as C4 pas 
‘ ; it tT ay) Lee . ae PE 4: We ee Pt) ie rss 
a Dn iY 5 ee ae Se 10 Pan eeu Pred * oe eee 
u U * . i a 
ld . aU Pt A 4 Ph n ry Ne i Pye i * 
ey t rs a ar Pi sige 4 Yo e 
‘ ® r « ' Fi Pa ” \ ay: Gey a 7 ’ Lr ud Hq aes tm e I LE kn roar 
2 u 7 art or ey i cee ey eee Lr re SP ee tet Pes 
‘ a tePRS PA a Be Pre Co oy ar re i FA toe a bt heh, 2: 
£0 “es gerghee Pi ‘ 2 ie peas 4 
f ETS ae tole ant We) re >» nea MM sais onthe 
S F ' PANERA (Pay erie ae ath Ss a ne, oe eae ao WP 
pe) on i oan Br RP gd l*yag' = 
, i Pe ; ho eo ae Oran ae 4 ns x 
: : CU ALEC Pw a tg 4. -e ae ee 
; % tees oe ge es Pete : ae ae we 
a , “yt a i. Peete aoe re ors 
A os or OP a 7s Ps ash Ae hae REPS es! 
1 Pa pt ‘ Mee rae piney aaa ER PRE ED 
i : on Dk a te id DM " a: ae. a Poe a5 re 
- My 2 é nT as oar 7 ws i OWN ee PR Parr ey aA SS 
‘ ’ CaCl . rl ca ade ere er un ap Tae My ee ~ w ers 27anter. pa 
Daa Ad ‘ : Bete 8 6 Re Soc rar ea atid a a, eae Rees er Ee ee Bk Pee 
0 "a4 = bie i Ce r eho ie es erie rae ek 3 en 1s ow eee i 
y Oc ar 2 f fo tesa puse® ot re ie quire ee gf pees RSA pene "” 
‘ d ean?! oN ae oe) ab a Pm. aor tat i Eo he Ly ie te a f bmi beta 
O O O 0 O ’ ra P. ty ri 4 ate a eette te ee ae iS = PR: or oa RS Bie bn Fb, Doe pes Leh 
Oe 4 - F are ae Dy PRE NS H Aye : re ate oT a Sigler s Gees Metive rem = 
a 2 a Ams an Pach A out’ aba ies ciate avy * ee i See rts 
aa , es PS tel ae ne ag + ae ca ae ST Pais arate ais eee 
y og ce Aare ie ES kre ore cad rat bans oot sector Ay 26 sare AE 
u Ce a i . ip Ryo iebe b aaphe Cet] Wir tok Le maken yuh a Laas anit 
O ry 1) , rs F Ji aL Res ry tit gir, Baad? {hes i eke erat eres re) coh Pil) Fo Wl p 
ty o y ‘ co wet ie rer key PERLE EE es 5 ahh eee a 
a Oo a? rn r " Ady Pre ru} oF mA ei? $ Fea om i age ve ba Ie helt 
' ° rs ' 5 r o (i: rea a Pee i , Aria Pt eae a Py ret ae hp cae roe al pres 
oan PS F; be Ls ra be? pede aed a ang a Py gt nge ekg oe oe frie Tha we sae ph ep tate 
aa ° “et ee 5 iy Hote iene ‘en e ror at) fires * PP he hf cr 
“ ry F Bee oy sae bit cigs flee eee Lo ee | 
in F Fy } ar] rer ae Fre a ote euhe Esl i's Arey) ir) "tif a soya Peer) ate Rae ai st ‘< Sey ons Laer cade by i 
o J U D Pa chy . OMT ay Pe eee Pk ee De a mee 440 ee pee eh i) a ee i ye soe 
o ie ir rs . Pr) , a ee Pe ar AERO & ie Fis) Pet 7 Pin He 2a as % 4 Padi oye ing tgs agree gl pn — 
' oe ra ° ' i r 0 en Ti: |e 2 arn iP ty. a Oe ary rps Pw. tea ad th itt: es fp SE meee a 
' . og 0 an] Ca Cary oa 0 4 ar rts mn oy Re Pe eer es Ate a : Rat Ee 5 ae red os yy 9 i weamy beige © “et 
o US CRE 0 ’ ° o oS ire og o ope fot Fege ts) MM ome tn Yeo wera Dp J 8, Para noe Sy cage Pert ys lea te 
LJ U u nadine 2 o 60 piety, § o Ow wre 8 xeee | heer 6 gages oe a ik Pan) Pia Saat T pre epee alk Fie phate Naka hing Lp 
ar ° rm r; . A t + - os By Pe | Ae 1+ phe poy ary Be Hi Py Ports Lemire rT) is ia fi cl atl ae res pw, FH sil) Pt ao Ap pe -) 7 igs c 
’ OD ie 3 D o Py he ee og Prt he ee e Sere 2 eets Re a Perey ry) Lee 2 bes ry wy Cr ad ia Sad valley wy Beth tga bettie past cA 4 oe 
U i] OD D ee, 4 a ar) ' 1 646 \ Te ee os ae - al swe g¢! o syle ih BR ae " Sans shige oueegs Foal 
Sa ® eal ie Fs o u ' ety iy a Pe Te ec | a | arr y ory via ae te reas co ” hee fee far} ae . sali. be cat ee fae * Lie, 
’ ‘ ir) Ff acre itle ‘ ss ' ’ Py Un Fz) oe co ry; Be ort) eser Fw oe eon a a Poy Mak et aera) oe ee! eo Pee e 
‘ o ‘ ‘ D D CC a en | Cay hay J 7 ae ad Peay} A A 6 pqs woyheaviguiog: ¢ Whines Bt gr er a pt ate tie Pres rats now ga a eae © 
é | ’ + . ei iu Ey é % ary i * y ’ ee i fe ee b + @ an i 7 py) Cela @ Ta ra. sure eee Fi fF ice Oye Pi Ph Pde iteataieet eo Sid 
O ra wes ' U Anat eden ton ey | . e ‘ Ce A Oy i REP f, Serre ier Lee Poy) i PRLS LS ir] ee Pi Seid per ere Leh ah inate ee 
cd UF fe « otf ’ ret 7 p wWeey Ps oo nr] MP oe LG o " oy mrtg © brie Fie decent be de enh 
: : a ae ’ ee Cie of iH te 7 a ew Lae ars ee 
' ° . a J ‘a La Fi rrr Ce hdd {pf oo) 4g ta megs rt A, oy - : ae loll al 
ane. NS SeapTh y ey AB PEN EO rac cep Sa ie eR ott terror 
i 4 + sd or A Peay res | ry rt Gite a4 v ls a) a 
n | 1 Py Pe a oa ta a 4 pst aes tre “i oe At aber B19 dur pee F Shy aiid ive he a ee Aer ot tid) oi pea 
: . a Py a) o iat oh OUT er the rte | bes Ve Keds czars? Lhe es SD Latent Bane, te) 
of 3 Laer ; nor Cer iia euiee. ian I ¥ 4 ada PP we pia lews Sd aba cy L hata let lod Baath Le ef fd ct 
x oe! : e Cameo! (J } o# Bt DIL Dd we gngr es ouger F “helss Mi igte a pa Pate Cdk tal a na ry Sila tal alee sg. 
“i . ss tee! fi h eet Oe Le iv ig bee SOUT Ob Sy oad oer” te Pee ed eats 
ry ha: A on aa - a fale era bal bats a piled | Ks (op inst ble aioe Saber 
o Cae as Care Verna Di Sig Beadle ie 2 aa Por a Rm) Pra bad Rede inl th ahora tls. ooh 
La Oo » 8 me H On rep PR IO nd eo? Pak cS rar ey ka Le eo hy A Estat ees SD ri Lees, 
ae a A 5 “Paar To Aaa Ae rie A A eae 3 Tt PLY aod re a et rae eee et fe Res 
i U ' a pat, HF ik idee ye) ey “a Sorer 0 de ghetete “4 of ite Re wee ge tan tAulet acssret Plddk-tnbtet be ah ot ae 
Oe ea | A D og tp far ay & tet rarer ey} ero ey Pad rstesae i! eof meer ty es erry adage pl os 
$ Hit) m4 rary ee ae Ey od Fae rrr ea aoe ie stl errr, rrr tee roa Prey te) ase aed RTS Oy ght 
t 18 p A A fhe) ng mam rir td SS oan min topehelade’ ott ctr re Der oa Lg rn er ire ce bonipe aah eee sh Ngsoceoe fs rs ae 
te o OD rhe) ’ ak 2 1 Ga aR LS nr) Poteet rr Pt eee ine Aa al Gate Ce eet hh dees Leth 
en ae tee f ra} n ry ie if ed RAT Pir rik Wide tea Roe ie ere segeeee of ea te Pe oe Carin! 
o 4 Uae es Sepa real pe UCN Ps ar See trea? ra Acad be abe alee eid ete tee tn tee eda 
oa | ee id Re Mr LT he Ce aA iy Sy Rare ey Pea Cal oes Pipe pert ob ob ake me pe Rares 2: enh 
A fl one Cee, Cnr] ry ee OC Ma ey oy Per ee eae Tees He pp Stat os ghia as ght ph gure g er eee — 
rete eo i = a p f a) oe Ue AC ar ar he Pe Lis ee Oe i eo Phe ky Ants: Mae Te Sr iry 4 Hp et Lr call ides 
eet Ms ia Ween Chinese ree ” er ere te ete 
i ‘ : rd Cea O SO a ae "ne ae P qe | . ie Peace oe gt Fan 10 Bobet Eine et erty 
's o aie et et Ot Cee ee eri teeta ns hae deaas Lpiteladee a hay 
’ o f ‘ ¥ Che (een) ry Parr ery ree 7) avers ve re Dh idee bad oe tle 
f Ls 3 I - hy Gk! ae J aa [a FO TE tel fs Un 20 Pits ee oT) me een ie tet a ae Me tar Y Pl alt bel 
D oon aoe , O vr hae Le P Fa De Car Wh 4 ia aed Cadi re See Pre loaed sit ata ages ata 
. ‘ A " ‘ an) ra) Pr a A ry Pa Pe ee Le + fine Ft ye ar se es Nahe ran ee TOS ee i) een ae PTL y 
i D (Type f fot 0 ge 8 os reer oe Ber) ’ ys Tt ony eh ry y att athe | a et ' kis eat ta Pane ot ie ‘ape Py i heed Loteaere 
ad 1. iu ny « Cer wre) ae COE Teh 6 uta ste 8 obs Gua A a he AT. 7 Crear ti) ae we, EP Pe Sr ae Co sae baa bs eligi Pree ie 
o 5 pos sf tres erer e's Per ie Wry 7 a”) OC Det I reo 1 dae eS eee ie Cee ete ste org pistoeee bt tah eee ter 
4 ae f Cs OE Sa I ce La bc yey? rat yl Me si pr aee’ Hae ores PE ia hae te a! set eigts es i ed 
u D Le a i Cee Mee Te) CLADE IE ei eet ston @ Bettie ey eae eter doer pare po peter 
. o ' . = Pe i) Pe ee P be Oe | rt 5 Tint Ha tn; i ae Wi % asa fra eae er a ye et terror hy ee ae Lk ad 
Cha Ph Parra fe ie ea re i) 1 qs let Ff tate oy 0 1% ’ 0 Ae i tp fn aa Pe ser ee re y JOU: v8 wry Oe sume ory Pee ee a PPP itr ir me 
i D ae o ‘ o Pan) A f f ae D Lise Lt i 4 'Bases? a ar ee rer me Lr ha Bp A Pee He feo X4 ,! Fie" pA Ponda TUL esis beat et Uke a CO es OT re ol bed 
i ‘ 5 «a7 JaUi ia Me } ee 0 ae vad vi “ eee ea. Diet eas Be Th Ry Year K War tis ce Pie. ths a Aah ing eho te) sokae) TH Edad eh HN x eet Tiaras LP aia eed lah alert 
. ee e Par A ets ot i Per Le be gtpry™ 9 Pree] ee Tr ete Mirai ere ASAD Pay ee: Om tr Pas ad A fied Oe a" Dari eae dota oa lglg einh Sheek Petits tl ledehl 
o o . 8 4 en ee ee or VE ee TA hd ete 8 SF IO a? Pie) ie od Oe oe Lh ot ad ek i Le Tord ROR Te sat atetid st aig he CD labagh irae 
, aa ar o Cr ie te Pe ac | 6 % "eee A 8, gay tore Nap A: hh PT et pefied bo 6 a tat TREE ES MIT b iri thls Let eee Ot) ee al ete Ue pig inci a Co) aa 
a o ry a p e eT Oey, Pee ee oa ‘ ee ee ar a OM tte EP Motgeewettle OE e Mt ian eevee Psat et ae bad arenas atid Te A Crit s panda Latah 
Cr | p te u Co nl n carn ‘ | ie) Ce a er, ee | eee Fae Le OSE Eel ee hs Se. RA Ua ial hl le tol toad Oe 2 PSN Pivot Lean ee Le kee ee eet tos etree 
0 tte ce ec) , ne , ee 8 yo FOND eh Ve a Ue er Le a Vea ' Pera Dt be ha) CPSC LE ks ie a ee A regs Hl HS Detter ia et Te eayagthiee : 
D iy D fl a] pets eo F ste oF FG) Fe Neg ENE GON a Te eer Le LA eT) CARAT tot Sy ie DLs ehh adel Pande ee OOK ppd to-do ah) Ls itl hari EEO Serr Pts 
U ’ ‘ de oa oo aL , Cee i ky ee) a Ce ee Ca Se re © | Oi aoe hed a EWpe oe vite reesen Ree BI et Bk ch ery Area Tyee: Mar Fa fae ha Ohne bre Me Cl dled Mei aaetalaed 
p o A A ‘ ee a Cr ea Cn i i ie care Oe he et PAE fyi 26@ % whi abes ae oe ee Lr sel Sis tie Lea La ras Rater ein Rein a eRe etre srt i 
ipl ee o U tei | ACOSTA in ae Uregar es O00 0 . or a ‘8 andisd gy Frege ?) pp ek er Lee tae Trot teeta a Sore rT a eet ee ELE eri a Ke a 
as , q he xy ut ae A doers sitet patie Pf aes ee Wk aber ters) Uo rile tf its tir atin rae ae red 
a7@4 © 4 fee Pa ’ PT i oe bet I enn © aty eT) Rane Ctl a ae La he a ke te Bo ood Ce wk be op Pepbed indie sb hoe de ORR L 
q PC Reet) ai MeL ON er toy! : o © sett 403 bd I ale ie Wek th ra oe A ald aves at a aes A hy nal Didi Rd i obtet  e R eC me ek ard oceans toca 
f . a Ce on Ly eC Jet Jy Jd ST tk ICO Ya 0 I lh a I Mt mae, Sora Ga we Te de pe Tp ia Wy Lala et aks Plath! Ris ot LU ents Sigh ee ha eh 
fry 5 , cS A 1 er ie ete Tl a Piel leet eon aes “, eri oi Date ar ae) Mee. SAS ie ary Sane tS ah a) ohh OTe ee an ae marisa ain! 
D es f ri a of. bie (ha) p Ce aC ere a Yer er ry ] Pr An UM Twi bs Y Dai Free Bh odd 2 Lh bh ee fee Wor my rit aaa pa OA Lit tag? 
5 fi r] be om sets 6 yy dt pe 8 Clee igty xe ii ey Petr peg tic reer? te See ath Phd oh Lhe ot hl le el AF AAR Wee fi Oa ar ee Co LL ace 
Pa an i ea : Fleer wis | 99." 2 er 8 er a Bi iy ba or cae ree eT Pe hel ae ise Se ie tee aE LD ab a Cohdal baat) bat hte bl a? See oe oe ee oY Lhd Perri ror 
Fi e i) Pe ee ee ee ' Ci a Ay tee A 5 =e OD Pearl Bye ty AS Tee} ca bi Oct e am Ll Palieded 3 Si bt Le Bad a FPP SME Art a pb gehts Pras dell 
iy ‘ u Le tl’ oD ad De Laces Sei! a eee ' Cee era ee | eh vite) Pe Sel eer Det Od | rates te' Kah Gah hl add, A Pha Pati ak bi de eal bens ek deel adele aie del diel 
Lj ' By ony tiers ’ 4 re en on | ad x a get eter ee Typha ae fy fot ile op me ergts, ae oe Meira Sree at Uke deb oh bs Dyce lahat ons LES Trl CT ate 
J ‘ Or ia ? 8 3 I Sarde Sh Se I IG eC Sp Ce La ee LL be be rm a i Le LI OIE  y i Talteep el PTT EET ete ee aL a Uti aaa D hiae e ell al a eal 
Vy ee bl eC 7.0 UeOe a reas Ly ’ ee 8 ey PTS Pee thea he hie cael a ee ie Sih eras Sie AL toed mane ibid Se aha Tsien be ert brtp pret 
recor rn] r ; 3 am ene a Pee Lr er ee ee 7 ) A ea rear & tYitie kik reser rere tae By hot oe he dy gay TE Dane Oa ec OER a rl 
1 os rr P ‘ ‘ Ceee % —* et a a} er als) wens Heyy tie 5a ee Ls Be hed Bd nat Ar Pa oh oi pnt it harsh al ey CORBA hte po fe A deepak 
Liat ‘ A ra Ue sony wer on i en en Sr ee >, ae “y Pas % @ nel ath ot: arte %! Yl tae! bh tol, i ee et Lee ke he te Np! Eli Tae’ Svpeh poe ly 
iu U 1 f b Pa] Ce 1% se hs Br 2 oy Le i Spee a8 Fare ries oyute ah Gta pe as coed Pea Chloe a LT ed Sd ede roy Lora erat arate 
U o soe € D Toes Gud tt ¥ o4 DPR Jee Te hs ak ee kd ie Ta Rodd Sp Con a Tete eh te ke Ed bi tata vy ert wwe ha) ial ie lab in eed ie Re) Lia 0 spb dh 
Pra A P Ce) ee ee ec Ta ie rte a) Bde 3 te th Hate FLLLL ie ba dinsdy Ao Uh Soe a eke be shel PUY aah et Sta La hal Sane Wie Meh at tik reads dig Aer a 
‘ La i a od a me tans hes SO Ss AC Ca Oh Dai he eke yt oo ee Ss tee oh aa ea Ma ie Yim ee POMP ree ot Pele er eet Le hala eerie 
iu a! y ' > rt Bees Uae 8 ie ia) ee ree eT tr ee ett etes RRL Soa Pe Te PEA a Seer eR ere th RPS ae NT se OT pl pd iad oped 
o ‘ ' yar | ie fa ce er ee er Ce Yi 22 r PML wren Its Temes er TEN MNT! Cael deel ite titer hay See To a RSs Rat RSs ALL ek POL gl ied) tae Rete 
oa aes , % Monee pis eye ‘ U P Te Ue Ge hE nae i Ee asa ind tape FT Leake bh ood hal Lahey onagerun . Pearle ae 
> A ties 0 A v a a er fa te I 1? Fie Ven We chr GRE A Gah dort et bs bn at Lh Lea ht Pe ce NaN ey Leh hes Ha 4, mre nd aptcage NR 
i ‘ ’ “- Ee rieks bao ee La) pp dos eV ANF Saks | olde bee Be poh Wy So Bos eneeres i bee fa ead te ine pita Path pl aber 
u x U ) ' ‘ ot er eh ie oe Oe LW 4 ree Weg yi oan STS LL a hie! Ap iT as bt hae a Lake Hine 2iy° Pyrat wr 
o ‘ U ad + i Oe pci CSAS am oe We ta kb Aa gaat be en Pa ae estes eee Se senteieorte Pa ht herons dds 
A u Aa n ne Ce er ee ee i yg Repeats a Ree plete at red ter hse re A sede eA ae Feat ey ad 
oe “ky ‘% ' Tae AOE OTe yaar oy REALTY anette id jf PAO Od LISTE ip ee, ui er ia a preset a 
nae or ee rr gr urdy rigs it] alte att 7 a> sot bay ey OTD R NEEP UNS hS rat 7 He ibaa H SAMOA hs eh re tenheeea pontine Der 
(a fe eae i er may ghar BME re uae ecu UE NOH iate nce gsity ninth pret 
ae ie! tale = a i | ea | * > rye a) at 1 ' . ape J on r Phd J Ll 
E : rea BE pe a ET TE It ee SO ADS SR A de A Me bil hk Tart ot MRE LOE a ONL Roy I La taps 




















NAVAL POSTGRADUATE SCHOOL 
Monterey , California 








THESIS 


COMPETITIVE PROCUREMENT 
OF ELECTRICAL POWER 


by 
James L. Ray 
December 1987 


Thesis Co-Advisors: Raymond W. Smith 
Joseph G. San Miguel 


Approved for public release; distribution is unlimited. 


1239222 





Net 20 Naw eet & bee et ele te ee 


JRITY CLASSIFICATION OF THIS PAGE 





REPORT DOCUMENTATION PAGE 


IREPORT SECURITY CLASSIFICATION ID RESTRICTIVE MARKINGS ! 
Unclassfied 


{SECURITY CLASSIFICATION AUTHORITY 3 DISTRIBUTION / AVAILABILITY OF REPORT 





Approved for public release; distribution 
is unlimited. 





SCAT /DOWNGRADING SCHEDULE 


. 








ERFORWING ORGANIZATION REPORT NUMBER(S) 5 MONITORING ORGANIZATION REPORT NUMBER(S) 
NAME OF PERFORMING ORGANIZATION 6b. OFFICE SYMBOL 7a. NAME OF MONITORING ORGANIZATION 
| (if applicable) 
Naval Postgraduate School 

Naval Postgraduate School 54 J 
ADDRESS (City, State, and ZIP Code) 7b. ADDRESS (City, State, and ZIP Code) 

Monterey, California 93943-5100 Monterey California 93943-5100 
‘NAME OF FUNDING / SPONSORING 8b. OFFICE SYMBOL 9. PROCUREMENT INSTRUMENT IDENTIFICATION NUMBER 


ORGANIZATION (if applicable) 
} 








ADDRESS (City, State, and ZIP Code) | 10. SOURCE OF FUNDING NUMBERS 


PROGRAM PROJECT TASK WORK UNIT 
ELEMENT NO. NO. NO ACCESSION NO. 


TITLE (include Security Classification) 





| COMPETITIVE PROCUREMENT OF ELECTRICAL POWER - UNCLASSIFIED 
PERSONAL AUTHOR(S) 
RAY, JAMES L. 


; TYPE OF REPORT 13b. TIME COVERED 14. DATE OF REPORT (Year, Month, Day) 15 PAGE COUNT 
MASTER'S THESIS FROM TO 1987 DECEMBER 85 


SUPPLEMENTARY NOTATION 


COSATI CODES 18 SUBJECT TERMS (Continue on reverse if necessary and identify by block number) - 


FIELD Electric Utility Services Competition 
— lLDSlUlrlrttrtst—iwsiCisS Electric Power Com Star ive Procurement 
Electricity Public Works 
pS lTtststsi‘(‘ié*drS CRRBtES ROICC OICC ; 


ABSTRACT (Continue on reverse if necessary and identify by block number) 





This thesis set out to determine if it was possible or required for the Department 
of Defense to competitively procure electrical utility services (power). The research 
was conducted by archival research of legal rulings, industry and governmental publica- 
tions, federal regulations, federal statutes, and federal policies. This was followed 
with field research and interviews with key individuals involved in utility management 
and utility procurement. It was determined that competitive procurement of electrical 
utility services is not only possible, it is required. The thesis presents an overview 
of the electric utility industry, a review of competitive procurement guidance and 
policies, and an analysis of several considerations and strategies for competitive 
procurement, and it provides conclusions and recommendations for actions and further 
Study. 


. DISTRIBUTION /AVAILABILITY OF ABSTRACT 21. ABSTRACT SECURITY CLASSIFICATION 

MMMM ecrnunires CO same as ren,” Chore users 

3. NAME OF RESPONSIBLE INDIVIT''*! 226 TELEPHONE (Include Area Code) | 22c. OFFI’ ~ YMBOL 
LCDR RAYMOND W. SMITH Code 54Sx _ 


) FORM 1473, 84 MAR 83 APR edition may be used until exhausted SECURITY CLASSIFICATION OF THIS PAGE 
Ailother editions are obsolete ® U.S. Government Printing Office: 1986—606-243 


1 


Approved for public release; distribution is unlimited. 


Competitive Procurement of Electric Power 


by 


James L. Ray 
Lieutenant Commander, United States Navy 
B.S., New Mexico State University, 1980 


Submitted in partial fuuil:ment of the 
requirements for the degree of 


MASTER OF SCIENCE IN MANAGEMENT 
from the 


NAVAL POSTGRADUATE SCHOOL 
December 1987 


ABSTRACT 


This thesis set out to determine if it was possible or required for 
the Department of Defense to competitively procure electrical utility 
services (power). The research was conducted by archival research of 
legal rulings, industry and governmental publications, federal regula- 
tions, federal statutes, and federal policies. This was followed with 
field research and interviews with key individuals involved in utility 
management and utility procurement. It was determined that com- 
petitive procurement of electrical utility services is not only possible, 
it is required. The thesis presents an overview of the electric utility 
industry, a eeview of competitive procurement guidance and policies, 
and an analysis of several considerations and strategies for competitive 
procurement, and it provides conclusions and recommendations for 


actions and further study. 


If; 


IIT. 


TABLE OF CONTENTS 


INTRODU CTION wo vsisiss ccsits..s00<c0ssesesncnn te iesec ueenseesteeeeeeeeeereeaeatiaeeta e130: sacar 8 
A. GENERAL ciscsssias cccststasuesecsscsattersedsenssssosssesnenscesseneeeieuses:c<::2:-seammine arin a 8 
B OBJECTIVES recccrcraerre ee errata oss ons soc nn sone nea o 
C. RESEARCH QUES MIO Nae rrrcccccaccteeet isa ss:.s1 ete s~ .cccssoccesacnucs eee 2 
D. RESEARCH METHODOLOGY a sis a oc gait a a 10 
E. ORGANIZATION OF RESEARCH irciscccceccece:--+-c¢seesese: ee. ee 10 
OVERVIEW OF THE ELECTRICAL UTILITY INDUSTRY ............. LZ 
A. ELECTRICAL UTILITY INDUSTRY ORGANIZATION ......... 12 
B RECENT ELECTRICAL MARKET HIST OR ee..1xx..coeeee. com. 15 
C. ELECTRICAL UTILITY INDUSTRY INFRASTRUCTURE ....... 18 
D. CROSS-CLASS SUBSIDIZATION ...........:.12:.cetevests<cceeen eete tee r 
FE, ELECTRICAL POWER WHEELING .....0.0)..-...s20sceseseocaseeee ten yes eee 21 
COMPETITIVE PROCUREMENT GUIDANCE AND POLICIES 27 
A CONGRESSIONAL GUIDAN@ He ee ae 
B FEDERAL LAWS AND REGULATIONS =e 28 
C. COURT DECISIONS. ici csccosieeeiigecs neonates tee eer 35 
D. DEPARTMENT OF DEFENSE PROCUREMENT POLICY ....... 45 
E. PROPOSED CONGRESSIONAL DIRECTION FY 1988é ............. 49 


IV. ANALYSIS OF COMPETITIVE PROCUREMENT OF 


ELECTRICAL POWER icccccccsssssscssccccsscssvecssscssssssscssscssssssssesssssssssssesscessssssee 54 

A. COMPETITIVE ENVIRONMENTAL CONCERNS .....cccccccceseeseee 54 

B COMPETITIVE ENVIRONMENTAL CONSIDERATIONS ....... 59 

MT AG) CURT IMIS NIP GUAT ES GIS eo ccscsssscscssscssecccscccscccssscssscccccctscnesees 63 

-D. ELECTRICAL UTILITY INDUSTRY OBJECTIONS coeeeccsccccsssees 68 

V. CONCLUSIONS AND RECOMMENDATIONS .........ccccsccsesceseceeeseeeee 74 
FE La MY es tees ccvacsnsescaccconcsssushuanuebaaaasussizoncdeesseeesssepgpneeeen 74 

Fe LOMO IMB ..cccsssccscscsecannccosseceossccartesbusctscsonsesslesserseee: 74 

PME COMMA NUD ATIONS cccceecscscccccsssossscesesccocssnssss l80MT sc MN bsaccnesese cesses ae 

D. ANSWERS TO RESEARCH QUESTIONS. ccccccsssssssssssssssssssssescsssee 79 

BRN AREAS OMMUDIRE RESEARCH ..........cccecccccccessesessececsesecsecceceeceese 80 
MMI TEDISTIRIBUTION LIST ,..a..g--0c4en-cs.-e-ceeeeonecsenesaseeeauansssereceseuccereccecsessecass- 82 


ACKNOWLEDGMENTS 


This work would not have been possible without the guidance and 


assistance of many individuals who gave so freely of their time, experi- 


ence, and knowledge. I will always be in debt for the friendship and 


assistance the following individuals have given: 


Dr. J. A. Anderson 
Mr. A. Barna, Esq. 
Mr. R. R. Boyer 

Mr. P. P. Buonaccorsi 
Mr. M. E. Carr 

Mr. R. D. Crowsen 
Mr. S. DeFrawi 

Mr. P. Dolter 

CDR J. B. Duke 

LTC E. M. Dworin 
Ms. S. T. Fritschler 
Mr. T. A. Gildersleave 
LYC B. C. Henry, Esq. 
Mr. C. C. Hoffner, Jr. 


Mr. K. W. Inge 

Mrs. C. L. Jencks 
Mr. A. S. Johnson 
Mr. J. C. Keyser 

Mr. A. Kushnir, Esq. 
Mr. W. K. Mahn, Esq. 
LT B. J. Putnam 

Mr. J. Skeer 

CDR S. H. Shepard 
Mr. M. F. Shreve 
Mr. T. J. Vargu, Esq. 
LT K. M. Waindle 
Mr. C. S. Ward 


Additionally, my time and experiences at the Naval Postgraduate 


School would not have been as productive and educational as they 


were without the guidance given and inspiration shown by: LCDR 


Raymond W. Smith, Dr. David V. Lamm, Dr. Leslie Darbyshire, 


Dr. Kenneth J. Euske, LCDR Danny Mathews, Dr. James M. Fremgen, 


Dr. Shu S. Liao, Dr. Joseph G. San Miguel, Dr. Russel H. Stolfi, and the 


members of the Herrmann Hall Debating Society. 


Finally, I desire to express my gratitude to the United States Navy 
and the citizens of the United States for giving me this opportunity 
and educational experience. This thesis is dedicated to them, my 


family, and my friends. 


I. INTRODUCTION 


A. GENERAL 

The regulatory environment of the electric utility industry has 
changed considerably in the past twenty years. The environment is no 
longer fully protected, regulated, and monopolistic. Deregulation ini- 
tiatives, national energy policies, and U.S. Supreme Court rulings have 
completely changed regulatory conditions. The existing electric utility 
industry is less regulated and more competitive than at any time since 
the implementation of the Federal Power Act of 1935. 

Concurrent with recent changes in the electric utility industry 
were changes in Department of Defense procurement methods and 
policies. Congress has directed numerous changes in procurement 
policies and methods. The general direction of these changes has 
been to streamline, standardize, and promote competition in all pro- 
curement activities. Public Law 80-413, the Armed Services Pro- 
curement Act of 1947 (ASPA), established congressional policies for 
the Department of Defense (DoD) and National Aeronautics and Space 
Administration (NASA). The Office of Federal Procurement Policies 
Act of 1974 (OFPPA) directed all Executive agencies to standardize 
procurement methods and regulations. As a result of OFPPA, the Sys- 
tem of Federal Acquisition Regulations (FAR) was established. Three 
agencies coordinate FAR actions: the Department of Defense, the 


General Services Administration, and the National Aeronautics and 


Space Administration. The methods and practices originally issued as 
the FAR were substantially the same as those contained in the regula- 
tions they replaced for DoD and NASA—the Defense Acquisition Regu- 
lations (DAR). The Competition in Contracting Act (CICA) is the first 
major procurement act since the ASPA. As such, it has had a substan- 


tial effect on all federal government procurement. 


B. OBJECTIVES 

This study was undertaken to review how the Department of 
Defense is applying current statutes and regulations dealing with com- 
petitive procurement of electric power. The impetus behind this 
research is to gain an understanding of the impact the new federal 
procurement policies and procedures have had in electrical power 
procurement. Have the new procurement policies overlooked societal 
concerns? Is the Department of Defense taking full advantage of 
recent laws and court rulings which modify the electric utility indus- 
try’s regulatory environment? This paper will not provide a fully 
detailed analysis of any one public law or procurement regulation. 
Rather, it is intended to provide a conceptual base for discussion, and 
possible competitive strategies for use within the Department of 


Defense. 


C. RESEARCH QUESTIONS 
There are two questions this study will attempt to answer. The 
primary one is: What do current federal statutes, regulations, and 


policies mandate for competitive procurement of electric power? The 


secondary question is: What are the conditions necessary for the 
Department of Defense to competitively procure electric power in the 


most timely, economic, and efficient manner? 


D. RESEARCH METHODOLOGY 

Initial analysis of the primary and secondary research questions 
began with archival research. Federal statutes, regulations, studies, 
and publications were the basic starting points. Federal court cases 
and electric utility industry publications were also identified and 
reviewed during this phase. From the initial review, a list of questions 
was developed and used in the second phase of this study— personal 
and telephone interviews. These interviews of knowledgeable individ- 
uals in the electric utility industry, Department of Defense, Depart- 
ment of Energy, state regulatory agencies, and consumer/industry 
interest groups amplified the basic archival research and suggested 
areas of further research. As ideas and questions developed, key indi- 
viduals were contacted, as necessary, for clarification. This approach 
was considered necessary to keep abreast of the most recent events 
and insure accuracy of concepts and ideas based on current and past 


events. 


E. ORGANIZATION OF RESEARCH 
The research is divided into five chapters. In this chapter, the 
identification of the research questions, methodologies, objectives, 


and direction of effort have been presented. 


, 


Chapter II presents an overview of the electric utility industry: 
organization, market history, infrastructure, rate subsidization, and 
power wheeling. This chapter is intended to provide some under- 
standing of the electrical utility industry. It is not intended to be a 
technical discussion. Details are presented as necessary to develop 
concepts. The areas presented are not inclusive but they are 
important. 

Chapter III is a review of specific policies (congressional and 
Department of Defense), statutes, regulations, and pertinent court 
cases. This chapter does not present all policies, etc., but only those 
that are the most pertinent to competitive procurement within the 
Department of Defense. 

Chapter IV is an analysis of required conditions and possible 
strategies procurement officers might use in competitive procurement 
of electrical power. The analysis is based on the premise that com- 
petitive procurement of electricity is desirable. The analysis is not 
presented as inclusive. It is intended to show that there are strate- 
gies, methods, and reasons that will allow judicious competitive pro- 
curement when circumstances require or warrant it. 

Chapter V presents conclusions and recommendations developed 
as a result of this research study. This chapter also provides a short 


list of areas for further study. 


Lal 


II. OVERVIEW _OF THE ELECTRICAL UTILITY INDUSTRY 


A. ELECTRICAL UTILITY INDUSTRY ORGANIZATION 

Electricity is a unique commodity; it cannot be manufactured or 
processed prior to use. Electricity is consumed as it is generated. 
Electrical supply is usually viewed as. a monopolistic industry: The 
lowest average cost (of producing electricity) can be reached only 
when there is a single producer. If there are multiple producers, 
monopoly theory holds, there will be needless duplication of facilities. 
This facility duplication will increase the average cost of service above 
the theoretical (monopoly) minimum average cost. Allowed unfettered 
competition, the lowest-cost producer is able to drive competitors out 
of the market by increasing output and decreasing price. This case of 
a single surviving supplier (the monopolist), in a market-controlled 
competition, occurs only in natural monopolies. ! 

This market trend was essentially what happened in the early 
1900s. Customers were soon unable to go to anyone else for service. 
This prompted the Federal Power Act of 1935, which established 
regulatory powers and responsibilities at the federal and state level. 
This regulation of electric utilities established certain policies: 


1. Cross-class subsidies such that certain customer classes do not 
carry their true cost-of-service; 


2. Capitalization of costs, on the theory that cost recovery is assured 
by regulation; 


(Mansfield, Edwin, Microeconomics: Theory and Applications, 5th ed., 
p. 277, W. W. Norton and Company, Inc., New York, NY, 1985. 
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3. Low depreciation rates; 


4. Risk underestimation, on the theory that regulators would pro- 
vide relief if required; 


5. Federal regulation of interstate bulk power transactions; 
6. State regulation of intrastate and retail power sales; 


7. Vertical integration by utilities to achieve economies of scale and 
quality service. 


In order to reap the benefits of a monopoly, while simultaneously 
protecting its citizens from monopoly dangers, state governments 
grant utility companies sole service rights to areas. Within the service 
areas, counties and cities grant utilities exclusive operating franchises. 
In order to protect the monopolist and its customers, state govern- 
ments typically establish a public utility commission (or similar body) 
to review utility operations and set rates and tariffs for services pro- 
vided by the monopolist. 

Responding to the regulatory and commercial environment, elec- 
tric utilities developed three district phases of operations: (1) Gener- 
ation— the transformation of one form or energy (coal, oil, gas, etc.) 
into electricity; (2) Transmission— moving the transformed energy 
from the generation point to the area of use; and (3) Distribution—low- 
voltage (typically below 34,500 volts) distribution of energy in urban 
and rural areas. Title 15, United States Code (USC), section 79b 
defines an electrical utility as: 


. any company that owns or operates facilities used for the genera- 
tion, transmission, or distribution of electric energy for sale ... [a 


2Phillips, Charles F., Jr., “The Changing Structure of the Public Utility 
Sector,” Public Utilities Fortnightly, January 9, 1986, p. 16. 
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company is] not to be an electric utility if ... such a company is pri- 
marily engaged in one or more businesses other than the business of 
being an electric utility company....% 
Clearly, an electric utility may consist of any combination of gen- 
eration, transmission, and distribution facilities. Within the electric 
utility industry, electric utilities are further subdivided into private 
(investor) and public (federal, state, municipal, and cooperatives) 
owned utilities. 

While not required, it is rare when an eligible electric utility is 
not a member of the North American Electric Reliability Council 
(NERC). The NERC is subdivided into nine regional councils set up to 
assist member utilities and improve the reliability of transmission and 
generation of wholesale electric power. Five of the regions are divided 
into subregions. Reliability is the ability of the electric utility system 
to continue to provide electricity in the event of single or multiple 
component failures. These components may be parts of generation, 
transmission, and/or distribution facilities. A highly reliable system is 
one able to provide electricity if two, or more, major components fail 
without a noticeable or sustained effect. Simply stated, reliability is 
usually redundancy. 

Some NERC regions and subregions are experimenting with eco- 
nomic dispatch (pooling) agreements. Under these agreements, 
member utilities operate individual generation stations in the most 
economical manner possible for the electrical load demanded. Miulti- 


ple metering stations record quantities and direction of power flow 


315 U.S.C. 796(a)(3), United States Code, V. 5, p. 380, Government 
Printing Office, Washington, D.C., 1986. 
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and member utilities calculate how much power each utility used and 
how much power each utility generated. Uses are usually customer 
retail and wholesale demands. However, some wholesale demands are 
non-cash payments for power used at different times. If so, such 
payments are usually included (or allowed) in the pooling agreement. 
This time may have been yesterday, last week, last month, or last sys- 
tem peak (Summer or winter). The purpose of pooling agreements is 
to avoid building new capacity by utilizing existing capacity more effi- 
ciently. They also inject free market choice into the wholesale side of 
electric utility operations. 

Pooling agreements are relatively new within the electric utility 
industry. They have gained real headway only since clear authority to 
form them was granted by the Public Utility Regulatory Policies Act of 
1978 (PURPA). To understand PURPA, it is necessary to understand 


the recent market history of the electric industry. 


B. RECENT ELECTRICAL MARKET HISTORY 

In the 1950s and early 1960s, electric rates declined as a result 
of falling fuel prices and the ability of electrical utilities to take advan- 
tage of economies of scale. Public utility oversight and rate setting 
during this period was very casual and cordial. It consisted mainly of 
the public utility commission (PUC) meeting and agreeing to rate 
decreases requested by the electric utilities. In the late 1960s and 
early 1970s, costs and rates started going up. The primary causes 


were environmental concerns, increasing fuel costs, and inflation. As 
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electric rates started increasing, the cordial atmosphere between the 
public utility commission and electrical utilities began evaporating. 

Neither side was truly prepared for an adversarial relationship, 
but it developed anyway. Public utility commissioners of this period 
were usually political appointees or elected politicians with scant util- 
ity experience. The PUC staff, while knowledgeable, was usually over- 
worked as rate intervenors (protestors) grew in number and political 
influence. Public Utility Commissions began questioning the plans, 
policies, and actions of electric utilities. Friction and resentment 
developed on all sides. This friction was a by-product of all sides 
coming to grip with the new realities of the period (environmental 
issues, increasing fuel prices, legislative fuel bans, litigation, court 
delays, new mandated rates by legislators, etc.). Public utility 
commissions had to increase their staffs, electric utilities had to prove 
their proposals were prudent, and customers became more aware of 
the costs associated with any action. 

Utility rate increases could be postponed directly by PUC action 
and indirectly by political action. Consumers used both of these paths 
to challenge the requested utility rate increases. As as result of 
increased consumerism (in the mid 1970s), electric utilities found 
conservation measures were the least expensive “new” source of elec- 
tric power. 

Because of the new rates fostered by courts, commissions, and 
legislatures, cogeneration started looking attractive to industrial cus- 


tomers as new turbine technology was incorporated into smaller 
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generation plants. Additionally, the new rates mandated by legisla- 
tures, et al., meant industrial customers increased their subsidization 
of non-industrial customers. Cogeneration is typically thought of as 
the ability to use steam for two separate purposes (e.g., electricity 
generation and heating). Concurrent with these developments, Amer- 
ican industry lost its dominant manufacturing position. Industry had 
to look at all costs and it found energy to be a significant portion of 
them. Cogeneration appeared to offer a way to cut costs and regain 
Iost ground in manufacturing. This had the effect of increasing the 
cross-class subsidization burden of the industrial and commercial 
customers that remained. 

In response to the concerns of consumers, manufacturers, indus- 
trialists, et al., and concurrently with the spirit of deregulation, 
Congress passed the Public Utility Regulatory Policies Act (of 1978). 
This act was intended to encourage energy conservation, national rate- 
making standards, and efficient utilization of resources and facilities. 
The act also granted special status and rights to non-utility producers 
of electricity. This was done to encourage small power producers and 
cogeneration development. 

Forced by the market to become more efficient, American indus- 
try did so. Energy utilities were squeezed to grant concessions to 
large industrial and commercial customers or lose them as they 
switched to self-generation and/or cogeneration. This pressure con- 
tinues today. Large industrial customers are continuing their efforts to 


fight what they see as unfair cross-class subsidization. 
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C. ELECTRICAL UTILITY INDUSTRY INFRASTRUCTURE 

Electricity is generated at low (typically less than 15,000 volt) 
voltage levels. Because power plants are usually quite distant from 
electrical load centers (cities, etc.) and because it is not economical to 
transport power at low voltage levels, the voltage level of the gener- 
ated power is increased. The exact voltage level for power transmis- 
sion is governed by technology and economics. While the transmission 
grid is spoken of as a homogeneous entity, it is actually composed of 
transmission Jines at many voltage levels. These levels range from 
over 1,000,000 volts (1000 kV) to 34,500 volts (34.5 kV). The 
transmission grid is spoken of as a single entity because the individual 
transmission lines are interconnected via substations and switching 
stations. These stations control, transform, and direct electrical 
power to areas of need and give the transmission grid the appearance 
of homogeneity. 

After the generated power is increased to the desired voltage 
level, it is placed (injected) into the transmission grid. The longer the 
distance to the point of use and/or the greater the amount of power to 
be transmitted, the higher the voltage level of the transmission line. 
Once the power arrives near the point it is to be used, it goes through 
a series of voltage decreases (step-down trar.sformations). Depending 
on their size and need, some industrial customers can utilize electric- 
ity at these initially decreased (typically 230,000 volt-34,500 volt) 
voltage levels. However, for the majority of customers it is necessary 


to reduce the power to levels below 34,500 volts. 
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After it has been reduced to 34,500 volts, and below, the gener- 
ated power is considered to be at distribution voltage level. Once at 
this level, the generated power is transported via the distribution grid 
through urban and rural areas to its point of ultimate use. It is this 
distribution voltage level and distribution grid that most consumers 
are acquainted with. This grid is also what industrial and commercial 
customers are subsidizing when they are charged rates that don’t 


reflect the true cost of providing their class of service. 


=D. CROSS-CLASS SUBSIDIZATION 

Cross-class subsidization occurs when one class of consumers is 
charged a portion of the costs required to provide service to a sepa- 
rate class of consumers. This subsidy is usually considered unfair by 
those against whom it is assessed. In very competitive industries, this 
additional charge is often significant enough to be a meaningful con- 
sideration when discussing pricing options and long-term manufac- 
turing strategies. In the late 1970s and early 1980s, cross-class sub- 
sidies were often the marginal amount that decided whether self-gen- 
eration or cogeneration was an economical option. Besides being a 
societal cost assessed on a class of consumers without fully assessing 
its impact (on critical industries), this policy had the effect of subsi- 
dizing consumers able to pay their full share. However, because of 
political influence and other considerations, public utility commissions 
and legislators did not assess residential consumers their full share of 
service costs. This made it economically feasible for large industrial 


and commercial customers to consider other electricity alternatives. 
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Most electrical utilities recognize that, as large industrial and 
commercial customers leave their systems, the remaining customers 
are going to be assessed higher rates. This was necessary to cover the 
fixed costs of facilities and overhead necessary to provide the level of 
service demanded by most classes of customers. Recently, electrical 
utilities have convinced PUCs that certain cross-class subsidizations 
embedded in then-current rates are not in the best long-term inter- 
ests of core customers. Core customers are defined as those unable to 
leave the elec*-~> grid or replace the electrical service offered by the 
utility. As a consequence, and in recognition, of large customers’ abil- 
ity to leave the electrical system, electrical utilities have evolved a new 
marketing strategy. They will set rates to cover all variable costs of 
generating electricity and as much of the fixed costs as possible. This 
is done to keep as many customers as possible in existing rate bases. 
If negotiated rates do not exceed variable costs, it is not prudent for a 
utility to attempt to keep a customer.* 

When electric utilities offer special rates to customers able to 
leave their systems, it further exacerbates the situation for those 
commercial customers who are unable to leave and who still pay the 
cross-class subsidy. Some of those who elect to remain are able to 
leave but feel some responsibility and comity for other customers in 


the system. These customers don’t (as a rule) want special rates: 


4Interview with John C. Keyser, Vice-President, Marketing and Cus- 
tomer Services, Pacific Gas and Electric Company, San Francisco, CA, 
August 21, 1987. 
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They want rates that reflect the true cost of servicing their needs.°® 


The Department of Defense has been one of these customers. 


E. ELECTRIC POWER WHEELING 

When electrical generation first began, electrical generation 
machines (generators) were relatively small. They were located within 
a few miles of the electrical devices they served and, as often as not, 
they were direct current—low voltage— devices (much like a battery). 
As technology developed and electrical demand grew, electric utilities 
started generating and transmitting alternating current (AC) electric- 
ity. This allowed larger, more efficient generating stations to be 
located further from the electrical demand they were built to serve. 
AS the size of generators grew, and transmission technology devel- 
oped, generation plants were located further and further away from 
major urban areas, and loads. This was often the result of economics 
(e.g., coal mines for fuel supply) or necessity (e.g., hydroelectric). 

With the ability to transmit electric power long distances and over 
large geographic areas came the opportunity to compete with and 
assist neighboring electric utilities. It was now economical to transmit 
power over distances greater than most utility service areas covered. 
As utilities continued to look for methods to improve efficiency and 
reliability, the economics of mutual support agreements between utili- 
ties became quite evident. Rather than build a new plant for a small 
load lasting only a few hours (peak load), it was wiser to buy power 


“Interview with Dr. John A. Anderson, Executive Director, Electricity 
Consumers Resource Council, Washington, DC, September 2, 1987. 
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from a utility with temporary excess generating capability. Rather 
than build a large plant for system reliability (back up), it made more 
sense for several area utilities to sign support agreements to supply 
power for temporary or emergency needs. The method of supplying 
this supporting power is called “wheeling.” 

Wheeling is a “term of art” describing the capability of transmit- 
ting generated power from one designated point to a second desig- 
nated point through the transmission or distribution lines of two or 
more intermediate utilities.© A: «xample of such a transaction is an 
agreement between Public Service Company of New Mexico (PNM), 
San Diego Gas and Electric Company (SDG&E), and several other 
electric utilities. The agreement obligates PNM to provide 236,000 
kw of electric power for use by SDG&E. The power is generated in 
the northwest corner of New Mexico and transmitted to a switchyard 
near Phoenix, Arizona. San Diego Gas and Electric Company takes 
delivery at the switchyard and is responsible for arrangements neces- 
sary to wheel the power to the San Diego system. In order to do this, 
SDG&E has signed agreements with three utilities to wheel power. A 
few other utilities are involved in the agreement with emergency sup- 
port and standby roles. The total distance the power must travel is 


approximately 600 miles. The agreement appears complex, but in 


SSchweppe, Fred C., Roger E. Bohn, and N. Michael C. Caramanis, 
Wheeling Rates: An Economic-Engineering Foundation, p. 1-1, United 
States Department of Energy, Oak Ridge, TN, 1985. 
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reality the concept is simple. It involves many utilities, yet it is just 
one of hundreds of such wheeling agreements currently in effect.’ 

Traditionally, when one utility wheeled power for another utility, a 
red line was drawn on a map (of the transmission grid) tracing a path 
that theoretically was able to absorb and transport the power that was 
to be wheeled. In actuality, electrical power did not flow (exactly) in 
such a manner. Historically, however, the system of red-lining 
worked sufficiently well to overlook small discrepancies in power 
flows. This was due t7 the excess capacity of transmission grid and 
the electric industry’s inability to measure (in real or near real time) 
what the power flows on the transmission grid really were. Today 
neither situation normally exists. The transmission grid is nearing full 
utilization and remote sensors and cheaper computers allow near real 
time monitoring of the entire transmission grid. 

Being able to predict transmission grid behavior is important not 
only because of wheeling costs but also because of significant reliabil- 
ity, capacity, and protection concerns. For example, a few years ago a 
new transmission line was brought into service in the New Mexico- 
Arizona NERC subregion of the Western States Coordinating Council 
(WSCC) NERC region. When connected, the actual line power flow was 
in a direction opposite of what was expected. This was quite surpris- 
ing to the companies involved in connecting the new line. It also 
affected power flows throughout the entire Western United States 
7DHR Inc., Case Studies in Major Bulk-Power Transactions, pp. III-1, 


II-3, Report No. DOE/PE/70027--TI, United States Department of 
Energy, Oak Ridge, TN, 1982. 
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from New Mexico to Washington. The unexpected power flows altered 
the system and transmission grid reliability for the entire WSCC 
region. In order to operate the new transmission line as intended, 
many changes had to be made in generator and generation plant dis- 
patch procedures in the WSCC. Transmission grid configuration and 
protection practices were also affected until additional lines could be 
brought into service to restore total system reliability to former relia- 
bility levels. This incident taught everyone involved much about sys- 
tem reliability and operations. !i-.lso highlighted the importance of 
coordination and disclosure of intentions and operations between 
interconnected electric utilities. 

For many reasons, wheeling does not affect a transmission grid 
the same way each time power is wheeled. Usually, the effect of 
wheeling will be substantially the same, given similar system lIcading. 
However, because of different consumer demand curve characteristics 
(daily and seasonal), different transmission grid characteristics (lines 
in and out of use), and different utility generation schedules (units in 
and out of service), the actual effects of a wheeling transaction are 
almost impossible to predict with complete accuracy. If demand 
curves etc. are known a meaningful prediction is usually possible, but 
long-term accuracy of the model is not assured. 

To calculate the true cost and effects of wheeling power, it will be 
necessary to evaluate (among other items) the transaction effect on: 

1. Line losses due to new power flows; 


2. Transmission grid reliability and security; 
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3. Generation and generator dispatch; and 
4. Transmission grid power flow constraints. 

The purpose of this evaluation is to encourage utilities to offer 
wheeling as a service and to compete for electrical loads when it is 
economical and profitable to do so.® In order to establish what the 
true costs of wheeling are, it will be necessary for the regional and 
subregional reliability councils, and their member companies, to provide 
power flow data and system models to prospective wheeling entities, 
other utilities, geothermal power producers, small power producers, 
and qualifying cogenerators. Historically, this is something utilities 
are reluctant to do. One point worth observing is that many utilities 
provide some of this information to educational institutions. This is 
done to expose prospective utility engineers to the tools and tech- 
niques that utilities use in day-to-day operations. While sensitive 
information, it is hardly proprietary information. Public availability of 
such information is necessary or it will be difficult, if not impossible, 
to know who should pay whom when wheeling is accomplished. 
Because all wheeling displaces power and affects system power flows, 
the net power loss for some utilities may be lower when they are 
wheeling outside power than when they are not. In such a Situation, 
the entity injecting the power into the grid should receive some of the 
overall benefits that other grid users are receiving. This is the corol- 


lary of paying for increased system expenses created by wheeling. 


8Ibid., p. 1-1. 


a 


The ability to transmit, or wheel, power across utility service ter- 
ritories is very important to electric system reliability. This capacity is 
also crucial to the ability of procurement officers to compete electrical 
requirements between utilities that are not adjacent to a federal 
installation. Because it is such a crucial element of both competition 
and system reliability, extreme care must be exercised in the use of 
wheeling. The most accurate method of determining the system 
effects of new wheeling proposals is computer simulation of the pro- 
posed wheeling power flows. For verification pur; -.es, all system 
models and parameters must be available to interested parties for 
checks and cross-checks. If wheeling proposed in response to a 
competitive procurement degrades electrical system reliability, it 
should be rejected. If the opposite is true—system reliability is 
improved or unchanged by the new wheeling—the proposed wheeling 


should be allowed if the proposed plan is the best offered. 


26 


Ii. MPETITIVE PR REMENT IDANCE AND POLICIE 


A. CONGRESSIONAL GUIDANCE 


The Congress finds ... it is in the interest of the United States that 
property and services be acquired for the Department of Defense in 
the most timely, economic, and efficient manner. It is therefore the 
policy of congress that ... full and open competitive procedures shall 
be used by the Department of Defense...2 [10 USC §2301(a)] 


An executive agency in conducting a procurement for property or 
services— (A) shall obtain full and open competition through the use 
of competitive procedures in accordance with the requirements of 
this title ... and (B) shall use the competitive procedure or combina- 
tion of competitive procedures that is best suited under the circum- 
stances of the procurement.!° [The Competition in Contracting Act of 
1984] 


Competition is the philosophy of the American marketplace. 
Congress has endured, aided, and mandated competition from its ear- 
liest sessions. Though it deals specifically with small business, con- 
gressional support for competition is best described in United States 


Code Title 15— Commerce and Trade: 


The essence of the American economic system of private enterprise 
is free competition. Only through full and free competition can free 
markets, free entry into business and opportunities for the expres- 
sion and growth of personal initiative and individual judgement be 
assured. The preservation and expansion of such competition is 
basic Det only to the economic well-being but to the security of this 
nation. 


910 U.S.C. 2301(a), United States Code, Supplement III, v. 1, p. 610, 
Government Printing Office, Washington, DC, 1986. 


10Public Law 98-369, Title VII Competition in Contracting, July 18, 
1974, United Statutes at Large, v. 98.1, 98 Stat. 1175, Government 
Printing Office, Washington, D.C., 1986. 


1115 U.S.C. 631(a), p. 557. 
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Regulated markets are rarely efficient markets. Replacing 
competition with regulation leads to ineffective and inefficient regula- 
tory processes, uneven and unfair tariffs, burdensome delays, and 
reliance on rules instead of principles and sound judgment. Congress 
has recognized these facets of regulated markets and in the recent 
past has moved to deregulate most regulated industries (e.g., trans- 
portation and communications). Congress’ affirmation of the public 
marketplace as the arbitrator of the most effective and efficient 
method of suppling goods and services is the bedroc* f all federal 
procurement policy. 

Procurement of electrical power by the DoD is guided primarily by 
Public Law 80-413, ASPA, and Public Law 93-369, CICA. These 
statutes are codified in Chapter 137 (Procurement Generally), Title 10 
(Armed Forces), United States Code. Electrical power procurements 
are affected by court decisions involving not only these cardinal 
statutes but also: 


1. Public Law 95-617, Public Utility Regulatory Policies Act of 1978, 
(PURPA); and 


2. Chapter 647, 26 Statute 209 (1980), as amended, the Sherman 
Act. 


More than any others, these statutes and regulations embody the prin- 
cipals of federal procurement and parameterize the options available 


to procurement officers. 


B. FEDERAL LAWS AND REGULATIONS 


This Constitution, and the laws of the United States which shall be 
made in pursuance thereof ... shall be the supreme law of the land ... 
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Every state shall be bound thereby, anything in the constitution or 
laws of any state to the contrary notwithstanding.!2 


In 1974, Congress directed the Office of Management and Budget 
(OMB) to improve the procurement policies and procedures of the 
federal government; it did this via Public Law 93-400, OFPPA. An 
Office of Federal Procurement Policy was established within the OMB 
on 30 August 1974. Congress gave the administrator of this office 
authority to prescribe and establish a system of coordinating uniform 
procurement policies, regulations, procedures and forms in accor- 
dance with applicable laws for procurement of property and services.!% 
On 1 April 1984, after nine and one-half years of effort, the System of 
Federal Acquisition Regulations (FAR) became effective. 

For procurements of utility services, the FAR directed the contin- 
ued use of Armed Services Procurement Regulation (ASPR) Supple- 
ment Number 5, dated 1 October 1974. The supplement recognizes 
that utilities generally operate in franchised areas and frequently are 
in a “sole source” position. It also notes that service must be provided 
“at reasonable rates without unjust discrimination.”!4 However, the 
supplement is silent as to what unjust discrimination is. 

For new military installations where competition does exist, pro- 


posals will be solicited from all potential suppliers, even if a GSA area 


12Constitution of the United States, Article VI, clause 2. 

13Public Law 93-400, Office of Federal Procurement Policy Act, August 
30, 1974, United States Statutes at Large, v. 88.1, section 6, 88 Stat. 
797, Government Printing Office, Washington, DC, 1976. 


14Procurement of Utility Services, Armed Services Procurement Reg- 
ulation Supplement Number 5, pp. 55-102, October 1, 1974. 
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contract exists. For existing installations, competition is directed 
when (1) a prospective supplier requests the opportunity to serve, 
and/or (2) when the department concerned became aware of another 
potential supplier.1° In this situation. Supplement Number 5 further 
directs that competition will be initiated when it is “most advanta- 
geous to the Government.”!® 

When Congress passed PURPA on 9 November 1978, it signifi- 
cantly altered the regulatory policies and atmosphere of the electrical 
utility industry. Title I of PURPA establishes eleven rate design stan- 
dards. The intent of the eleven standards is to encourage: (1) con- 
servation of energy: (2) efficient use of resources and facilities; and (3) 
equitable rates. One federal standard worth particular note is the 
cost-of-service standard. This is the first standard listed. It requires 
class rates to reflect the costs of providing service to that class. It also 
requires identification of the components used to differentiate the 
costs of each class of service. The effect of PURPA on utility competi- 
tion is significant in three ways: 


1. PURPA did nothing to affect the applicability of antitrust laws to 
any electric utility: 


2. Special status is granted to small power producers and cogen- 
erators; and 


\SIbid., pp. 55-104.1. 
16Ibid., pp. 55-104. 1. 
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3. State laws affecting the “voluntary coordination of electric utili- 
ties, including any agreement for central dispatch”!’ are condi- 
tionally invalidated. 

The total effect of these (and other) PURPA provisions is to inject 
competitive forces and competition into the environment of a regu- 
lated industry. 

The first point above is significant because the US Supreme Court 
ruled on 22 February 1973 that electric utilities are not immune from 
antitrust regulation.!® In the case of Otter Tail Power Company v. 
United States, 410 US 366 (1973), the Supreme Court found: 

Use of monopoly power to destroy threatened competition is a 

violation of the “Attempt to Monopolize” clause of the Sherman Act, 

as are agreements not to compete with the aim of preserving or 

extending a monopoly.!9 
The court also found that “Government contracting officers do not 
have power to grant immunity from the Sherman Anti-Trust [sic] 
Act.”29 Prior to this case, the prevailing assumption within the elec- 
tric utility industry was that the Federal Power Act of 1935 (via fran- 
chises and regulation) precluded the application of antitrust laws to 
electric utilities. If Congress did not intend to foster competition with 
PURPA, the act could have exempted the utility industry from 


antitrust. Congress did not, and PURPA does not. 


1716 U.S.C. 824A-1(A), United States Code, v. 6, p. 851, Government 
Printing Office, Washington, DC, 1983 


l8Otter Tail Power Company v. United States, 410 U.S. 366 (1973), 
Supreme Court Reporter, v. 93, pp. 1022-1038, West Publishing Co., 
St. Paul, MN, 1974. 

nic. p. 1023. 


20Ibid., p. 1023. 
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action, Congress placed conservation and efficient use of resources 
above purely state concerns, insofar as those concerns restricted a 
utility company’s ability to respond to market realities. Recalling the 
deregulation of the oil and natural gas industries, it appears that 
Congress intends to allow electrical utilities a somewhat flexible 
response in dealing with new competitive impacts in the resource 
markets (oil, coal, etc.). 

Less than one year after its effective date of implementation, 
Congress directed modifications to the FAR via the CICA. These mod- 
ifications were intended to increase preference for competitive pro- 
curement within executive agencies subject to the FAR. The measure 
of Congress’ seriousness regarding this competitive procurement 
preference is found in CICA’s major directives: (1) it created seven 
allowable exceptions to full and open competitive procurements; (2) it 
required the establishment of competition advocates in each executive 
agency and procuring activity; and (3) it directed each competition 
advocate’s attention to challenging barriers to full and open 
competition. 

The House version of the CICA included an exception to full and 
open competition for utilities procurement; the Senate version did 
not. During the reconciliation process, the utilities procurement 
exception was eliminated. It is certainly not reasonable to conclude 
from this action, and other actions of Congress, that competition of 
electric utility services was overlooked during the CICA debate. Since 


Congress did not grant an exception to full and open competition for 
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The second point above is significant to competition because 
Congress exempted qualifying small power producers and qualifying 
cogenerators (commonly called QFs) from most provisions of PURPA 
and the Federal Power Act of 1935. It also included special rules 
requiring electrical utilities to: (1) purchase QF power; and (2) sell 
QFs’ power at fair and reasonable rates, respecting the minimum reli- 
ability of QFs even during emergencies. This special status of QFs was 
underscored when Congress amended the Public Utility Holding Act of 
1935 to allow utility companies subject to the act: 

... [to] acquire or retain, in any geographical area, any interest in any 
qualifying co-generation facilities as defined [by PURPA ... The QF 
with electrical utility in partnership] shall qualify for any exemption 
relating to the Public Utility Regulatory Policies Act,...2} 
This action grants utility companies unambiguous entry into the 
unregulated field of QFs. They are free to obtain up to 50-percent 
partnership of any QF, anywhere in the country, irrespective of state 
laws. This action also has the effect of freeing utility companies to 
operate in competitive markets. 

The third point above is significant because it allows electric utili- 
ties to enter into voluntary agreements based purely on the economics 
of market conditions. Any existing state laws prohibiting pooling 
agreements are voided if: (1) the agreement is “designed to obtain 
economical utilization of facilities and resources”; (2) the state laws 
are not required by federal law; or (3) the state law is not designed to 


protect the public health, safety, welfare, or environment. By this 


2115 U.S.C. 79 k., Supplement III, v. 1, p. 1070. 
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electrical utilities, the Department of Defense must compete require- 
ments for such services. 

One additional note on antitrust is appropriate at this point. 
Cross-referenced to Chapter 1, Monopolies and Combinations in 
Restraint of Trade, Title 15, Commerce and Trade, is section 803 of 
Title 16, Conservation: 

Combinations, agreements, arrangements, or understandings, 

expressed or implied, to limit trade, or to fix, maintain, or increase 

prices for electrical energy or service are hereby prohibited.2? 
In Otter Tail, supra, the Supreme Court did not cite this passage 
specifically. However, in view of federal law developments since 1973 
(when Otter Tail was decided), the significance of this passage to com- 
petitive procurement of electric utility services is very important to 
determine. Because PURPA allows utilities to enter into economic 
dispatch (pooling) agreements and unregulated QF agreements, it is 
reasonable to infer that participating utilities are potential competitors 
for fulfilling federal power requirements. 

Assuming, arguendo, that the most effective mix of generating 
plants will be operated for a given load range, there exists only an 
accounting exercise to determine what portion of the load “belongs” 
to each utility. Since economic generation to meet the area load is an 
area of concern, any one of the participating utilities is capable of 
“claiming” federal energy requirements as part of “its” load. It is 


reasonable to infer that 16 USC 803 requires electric utilities to 


2216 U.S.C. 803(h), p. 839. 
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compete for energy sales. Again assuming, arguendo, that this is true, 
as a consequence of Otter Tail, supra, when economic dispatch agree- 


ments are in force competition exists, 


C. COURT DECISIONS 


The customer’s goal is to obtain the most value for their money. For 
commodities that often means buying the cheapest offering ... 
Whether the product is common or unique, customers will base 
their decisions on the value of the transaction to themselves rather 
than to the selling firm.2% [The Strategy and Tactics of Pricing] 


Article I, section 8, clause 17 of the US Constitution gives 
Congress the power to exercise exclusive authority over all places pur- 
chased for military installations. Department of Defense contracts that 
disregard state franchises and regulatory controls are often subject to 
legal challenge. With few exceptions, such contracts are found to be 
valid. If Congress directs a policy, state actions cannot modify or reg- 
ulate the activities carried out pursuant to that policy. The exception 
to this is when Congress relinquishes, or shares, sovereignty so that 
federal activities become subject to state action (e.g., environmental 
regulation). There are two basic Supreme Court decisions involving 
federal procurement and state franchise regulation: (1) Penn Dairies, 
Inc. v. Milk Control Comm., 318 US 261 (1943); and (2) Pacific Coast 
Dairy, Inc. v. Department of Agriculture of California, 318 US 285 
(1943). 

In the first milk case, Penn Dairies, supra, the US Army contracted 


with a local milk supplier in accordance with competitive 


23Nagle, Thomas T., The Strategy and Tactics of Pricing, p. 2, Prentice- 
Hall, Inc., Englewood Cliffs, NJ, 1987. 
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procurement regulations in force at the time. The Commonwealth of 
Pennsylvania denied the milk supplier a license to operate (and 
deliver milk) because the contract delivery price was below the state- 
regulated minimum. Delivery of the milk was contracted for (and the 
US Army was operating on) a military encampment located on lands 
belonging to the Commonwealth of Pennsylvania. The US Supreme 
Court found: 

The burdens placed upon [the] national government as a result of 

states’ regulation of their internal affairs, save as Congress may act to 

remove them, constitute normal incidents of operation within same 

territory of a dual system of government, and no immunity of 

national government from such burdens is to be implied from the 

Constitution.24 
In the absence of congressional policy setting ~... aside local regula- 
tions affecting price in order to secure lowest possible cost,”25 the 
court found Pennsylvania’s regulation of minimum milk prices “did 
not impose an unconstitutional burden ... or otherwise infringe the 
Constitution of the United States.”26 

In the second milk case, Pacific Coast, supra, the War Department 

contracted for the delivery of milk on Moffett Field, California (an area 


owned by, and under exclusive jurisdiction of, the federal govern- 


ment). The contract was made with a local milk supplier in 


24Penn Dairies Inc. v. Milk Control Commission of Pennsylvania, 318 U.S. 
261 (1943), Supreme Court Reporter, v. 63, p. 618, West Publishing 
Co., St. Paul, MN, 1943. 

25Ibid., p. 618. 


26Ibid., p. 620. 
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accordance with applicable competitive procurement procedures in 
force at the time. Sales and delivery under the contract occurred on 
Moffett Field. The State of California initiated proceedings to revoke 
the milk distributor’s operating license because the contract delivery 
price was below the state-regulated minimum. In this case, the court 


found: 


The State of California was not authorized to enforce minimum price 
regulations with respect to milk sold to War Department at Moffett 
Field on theory that the act regulated only conduct of California’s 
citizens within California Territory, in view of fact that Moffett Field 
was under exclusive jurisdiction of [the] federal government.?7 
It is interesting to note that in 1941, the State of California memori- 
alized Congress, “requesting passage of a federal law requiring pur- 
chasing officers ... to refuse bids for milk at prices below those fixed 
under California Milk Stabilization Law.”28 The memorial was referred 
to committees in both the House and Senate, but no congressional 
action was taken. 

Since 1943, the federal government has instituted a comprehen- 
sive set of regulations designed to promote fair and reasonable rates 
through competitive and negotiated procurement. Of these two 
methods, full and open competitive procurement is preferred. Several 


additional US Supreme Court cases have underscored the federal 


government’s authority to seek rates substantially equal to, or lower 


27Pacific Coast Dairy, Inc. v. Department of Agriculture of California, et 
al., 318 U.S. 285 (1943), Supreme Court Reporter, v. 63, p. 628, West 
Publishing Co., St. Paul, MN, 1943. 


28Ibid., p. 629. 
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than, those mandated by state regulatory agencies. It is particularly 
noteworthy that, in these cases, the Supreme Court found, in effect, 
that the procurement policies promulgated as a consequence of the 
Armed Services Procurement Act of 1947 established a congressional 
policy regarding factors such as price. As a result, local regulations 
that infringe on this federal policy are subject to the supremacy clause 
(supra) of the Constitution. 

In a transportation case (a regulated industry), Public Utilities 
Con. .ssion of California v. United States, 355 US 534 (1958), the U. S. 
Supreme Court held that the State of California could not limit trans- 
portation of government property at reduced rates. California allowed 
reduced rates for US Government property, but only after the Public 
Utility Commission of California first gave its approval of those rates. 
The court found this requirement imposed restraints 


upon federal procurement officials who, under congressional com- 
prehensive policy governing requirement, are entrusted with dis- 
cretion to determine when existing rates will be accepted and when 
negotiation for lower rates will be undertaken.29 


The court found that the conflict between federal and state regulations 
was clearly resolved by the supremacy clause (Article 6, clause 2) of 
the Constitution. Borrowing from an earlier ruling, the court quoted: 


It is the very essence of the supremacy to remove all obstacles to its 
action within its own sphere, and so to modify every power vested in 


29Public Utilities Commission of California v. United States, 355 U.S. 534, 
Supreme Court Reporter, v. 78, pp. 446-447, West Publishing Co., St. 
Paul, MN, 1959. 
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subordinate governments, as to exempt its own operations from 
their influence.?° 


In another transportation case, United States v. Georgia Public 
Service Commission, 371 U.S. 285 (1963) the US Supreme Court held 
that, 


Georgia regulations requiring higher rates on shipments must yield 
to [the] lower rate in [the] contract between carrier and General 
Services Administration for intrastate transportation of household 
goods of federal employees.?! 


Lower courts had held that, because the property was not strictly 
military, the case was controlled by Penn Dairies, supra. The Supreme 
Court rejected this argument and held that, between 1943, 


.. When Penn Dairies was decided, and 1958, when Public Utilities 
Comm. of California [supra] was decided, Congress enacted the 
Armed Services Procurement Act of 1947, 62 Stat. 21, later codified 
without substantial change, 70A Stat. 127, 10 USC §2301 et seq., 
“which extended and elaborated the federal procurement policy of 
negotiated rates ... We have then a federal procurement policy of 
negotiated rates for transporting household goods of federal 
employees—a policy as clear and as explicit as the federal policy for 
transporting military supplies involved in Public Utilities Comm. of 
California, supra.” The Georgia policy, which is opposed to this fed- 
eral policy, must accordingly give way.32 


In another milk case, Paul v. United States, 371 US 245 (1963), 
the Supreme Court held California price regulations “were not appli- 


cable to sales of milk for strictly military consumption and for resale at 


S0Tbid., p. 453. 

3lUnited States v. Georgia Public Service Commission, 371 U.S. 285 
(1963), Supreme Court Reporter, v. 83, p. 397, West Publishing Co., 
St. Paul, MN, 1963. 


32Tbid., pp. 399 and 402. 
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federal commissaries ...."%3 This case is significant because the 


Supreme Court found: 
References to rates or prices “fixed by law or regulations” in 1962 
procurement statute [sic] are merely minor collateral accommoda- 
tions to those situations where, within limits of federal procurement 
regulations and the statute, the federal procurement official decided 
that the practical way to obtain the supplies needed is by following 
state price-fixing or rate-fixing system, and statute [sic] does not 
show a congressional purpose to abandon competitive bidding or 
show a desire to make the federal procurement policy bow to state 
price-fixing in the face of contrary policy expressed in the Pro- 
curement Regulation, 10 USCA. §§2304(g), 2305(a,c) 2306(f).34 
The court noted that the procurement policies governing the pro- 
curement of supplies and services were the same ones governing 
transportation of commodities (United States v. Georgia Public Service 
Commission, supra). It went on to find that the present procurement 
regulations have the force of law and “*... Its unqualified command is 
that purchases for the Armed Forces be made on a competitive basis 
...”.35 No allowances or exceptions were made for earlier court find- 
ings that a federal “hands off” policy existed respecting minimum 
price laws of the states (Penn Dairies, supra). Procurement regulations 
only provide for the waiver of “cost or pricing” data if prices have 
been set by law or regulation.%® This case is also significant because 


the US Supreme Court noted that it would have disposed of the case 


33Charles Paul, Director of Agriculture of California, et al. v. United 
States, 371 U.S. 245 (1963), Supreme Court Reporter, v. 83, p. 426, 
West Publishing Co., St. Paul, MN, 1963. 

34Tbid., p. 427. 

35Ibid., p. 433. 


36Ibid., p. 433. 


40 


without ruling on the issue of exclusive jurisdiction if some of the milk 
had not been purchased out of nonappropriated funds. While not 
plainly stated, it would be reasonable to infer that exclusive jurisdic- 
tion is a moot point for goods and services intended for official mili- 
tary purposes. 

The last case to be discussed deals squarely with federal pro- 
curement of electrical power using competitive procurement proce- 
dures. In 1984, the US Air Force solicited bids for additional power 
requiremenis at Ellsworth Air Force Base. In response to this action 
five suppliers submitted bids. The Air Force awarded the lowest bider 
(Heartland Consumers Power District) a one-year contract in October 
1984. On 24 November 1984, the locally franchised utility (an unsuc- 
cessful bidder) filed a complaint with the South Dakota Public Utilities 
Commission. In the complaint, Black Hills Power & Light argued that 
Ellsworth Air Force Base is located in Black Hills’ service territory and 
was therefore required to obtain its electrical power (beyond that sup- 
plied by an agency of the Department of Energy) from Black Hills.$7 
The Public Utilities Commission (PUC) determined a second electric 
utility (West River Electric Association) with a franchised service area 
encompassing a portion of Ellsworth was also a party to the proceed- 
ings. West River declined participation in the original case. 


Subsequently, when the controversy ultimately found its way into the 


37Black Hills Power and Light v. Casper W. Weinberger, et al., 808 F.2d 
665 (8th Cir. 1987), No. 85-5418, United States Court of Appeals for 
the Eighth Circuit, p. 5. 
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courts, West River endorsed and adopted the arguments of the United 
States. 

Approximately 12 percent of Ellsworth’s land is not under exclu- 
sive federal jurisdiction, therefore the PUC determined it had 
jurisdiction. In order to control power flow and prevent duplication of 
facilities outside of the lands under exclusive federal jurisdiction, the 
PUC reasoned it must control all electrical power sales on Ellsworth; 
controlling the whole to control the part. The Appeals Court rejected 
this analysis; first, becs:;se the PUC could not avoid the supremacy 
clause of the Constitution (the same argument failed in Pacific Coast 
Diary, supra); and second, because during court proceedings the PUC 
admitted that it had no authority to control the amount of energy sup- 
plied by the Department of Energy’s federal marketing agency, 
Western Area Power Administration (WAPA). It further admitted that 
WAPA could serve even the non-exclusive (shared) jurisdictional areas 
of Ellsworth, and in fact had done so in the past. The Appeals Court 
confirmed the District Court's finding that: 


... the rationale that the commission's lack of authority to control the 
flow of power to state-owned territory will result in unnecessary 
duplication of electric facilities is without logic. However we need 
not extend the jurisdiction of the United States beyond the borders 
of federally-owned territory in order to hold that South Dakota has 
no jurisdiction to prevent the United states from using competitive 
bidding to purchase electric service for delivery within the (shared 
jurisdiction) enclave.%® 


The PUC and Black Hills asserted that state jurisdiction was 


allowable because there was no interference with federal jurisdiction: 


38Ibid., p. 12. 
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Both: the Federal District Court and the Federal Appeals Court found 
this not to be the case. Both courts found that 


... by ordering the United States to contract with a particular utility 
based on an assigned service area, the South Dakota Public Utilities 
Commission has directly interfered with the United States’ control 
over the provision of electrical service within the base.?9 
As noted in this case, the Arkansas Supreme Court, in a case involving 
utilities and territory with shared jurisdiction: 


. recognized that allowing the state public service commission to 
designate, based on specified service areas, the utility from which 
the United States Government must purchase electricity would 
interfere with carrying out the operations of the Air Force base.?9 


The Appeals Court noted this was a factually similar case, and that 
state regulation of utility service to federal installations intrudes upon 
the exercise of federal jurisdiction.*! 

The last major argument in the case involved congressional intent. 
Black Hills and the PUC argued Congress mandated that federal pro- 
curement officers follow state law in purchasing electricity 
(Supplement Number 5) and that “... federal law specifically defers to 
state utilities franchise law and prevents Ellsworth from procuring 
services through competitive bidding.”*2 The Federal Appeals Court 


found: 


39Tbid., p. 12. 
40Ipbid., p. 13. 
41Tbid., p. 13. 
42Ibid., p. 14. 
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After carefully examining the relevant federal law, we must reject 
this argument. Federal procurement law is specifically designed to 
ensure “active competition so that the United States may receive 
the most advantageous contract.”4° [Paul, 371 U..S at 253] 


The Federal Appeals Court also found that *... Supplement No. 5 does 
not require the federal government to defer to a state’s regulation of 
franchise territories; nothing in the new legislation changes this.”44 
Thus, the 8th Circuit Court of Appeals found nothing in Black Hills 
Power and Light’s (or the South Dakota Public Utilities Commission’s) 
arguments that precluded federal competitive procurement of electric 
power. In October 1987, tne US Supreme Court refused to consider 
an appeal of Black Hills, supra. 
The cases in this subsection can be summarized as follows: 


1. In Penn Dairies, supra, the Supreme Court confirmed that individ- 
ual states can regulate sales of goods and services if there is no 
federal policy regarding them, and there is concurrent (shared) 
jurisdiction on the military installation. 


2. In Pacific Coast Dairy, supra, the Supreme Court confirmed that 
the states cannot regulate sales of goods and services when such 
items are for official purposes on lands without concurrent juris- 
diction, even in the absence of a national federal policy. 


3. In Public Utilities Commission of California, supra, the Supreme 
Court noted that prior to 1958 (in 1947) Congress had estab- 
lished a national procurement policy. Because of the supremacy 
clause of the Constitution, individual states could not regulate 
prices between the federal government and private individuals 
for contracts dealing with government property. 


4. In United States v. Georgia Public Service Commission, supra, the 


Supreme Court expanded the right of the federal government to 
contract without state interference for movement of private 


43Tbid., p. 14. 


44 Ibid., p. 21. 
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property if the movement of such property was allowed by con- 
gressional policy. 


5. In Paul v. United States, supra, the Supreme Court confirmed the 
right of the federal government to contract for goods and ser- 
vices if such items were for official (or officially sanctioned) pur- 
poses. 


6. In Black Hills Power and Light Company v. Casper W. Weinberger, 
et al., the Eighth Federal Appeals Court found the federal gov- 
ernment has unqualified authority to competitively procure elec- 
tric power on lands under exclusive federal jurisdiction. It 
further found that the federal government need not defer to 
utility franchise areas granted by state (local) authority when 
contracting for electrical power. 


In essence, the six cases outlinsd above show that Congress has estab- 
lished a national policy for procurement of goods and services. The 
US Supreme Court has found this policy allows procurement officers 
to invoke the US Constitution's supremacy clause. When goods and 
services are for official, or officially sanctioned, purposes, individual 
states may not interfere with contracts for the procurement of such 


goods or services. 


D. DEPARTMENT OF DEFENSE PROCUREMENT POLICY‘4® 


Competition is fundamental to our free enterprise system ... I call 
upon each of you to assure that competition is the preferred method 
of procurement in your departments or agencies.4® [Ronald Reagan] 


. Department of Defense components are to place maximum 
emphasis on competitive procurement. All personnel involved in 
the acquisition process from the first identification of the 


45Interview with Millard E. Carr, Assistant for Facilities Energy, Office 
of the Secretary of Defense, Department of Defense, Washington, DC, 
August 31, 1987. 


46Competition in Federal Procurement, Presidential Memorandum, 
August 11, 1983. 
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requirement through the execution of the purchase should 
recognize this responsibility. Contracts will be placed on other than 
a competitive basis only when clearly justified.4” [Caspar Weinberger] 

The Department of Defense (Department) has consistently fol- 
lowed a policy of procuring adequate, reliable energy for the lowest 
available cost. In general, the local utility’s cost-of-service tariff has 
been considered a fair measure of reasonable cost in a regulated envi- 
ronment. Recognizing the benefits of competition, the Department 
has also recognized that there are societal benefits in the existing fed- 
eral and state regulatory environment. Implicit in this environment is 
the concept of the “regulatory bargain”: Each utility is obligated to 
serve all customers in its service area in return for the right to operate 
aS a monopoly in that service area. Cognizant of the societal benefits of 
monopoly franchises, Department utility policy operates on the belief 
that federal procurement officers have the same alternatives as any 
other utility customer. 

Notwithstanding matters of jurisdiction, the Department, asa 
matter of comity rather than law, normally procures electric power 
from the locally franchised electric utility. The only exceptions to this 
are: (1) where no state-granted franchise exists; (2) where more than 
one state-granted franchise exists; and (3) where a qualified supplier 
indicates desire and ability to provide the required electrical service. 
The Department also holds that there are situations when procure- 


ment officers should have the option of competitive procurement: 


47Competitive Procurement, Secretary of Defense Memorandum, 
September 9, 1982. 
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— 


. when allowed by current contract; 
. when low-cost federal power allocations exist; 


. when discriminatory rates exist; and 


m& GCG Wb 


. When reliability of existing power supplies is inadequate for 
Department needs. 


On 7 May 1986, the FAR regulatory Council (of which the Depart- 
ment is a member) proposed changes (Part 41, et seq. and Part 8.300, 
et seq.) to the FAR reflecting the CICA and incorporating the provi- 
sions of Armed Services Procurement Supplement No. 5. Within these 
proposed regulations was the requirement that procurement 
(contracting) officers perform a market survey to promote full and 
open competition. The existence of a state-franchised service area, in 
and of itself, was not sufficient justification to consider the franchise 
holder a sole responsible source. Investor-owned electric utilities had 
objections to the proposed FAR regulations implementing CICA direc- 
tions. Individually and as a group they lobbied Congress to postpone 
implementation of FAR Part 41 proposals. 

The Appropriations Committee conference report directed the 
Department of Defense not to implement changes proposed for the 
purchase of utilities until they (the changes) had been presented to, 
and approved by, the Appropriations Committee.48 The FY 1987 


Defense Appropriations Act states: 


48Interview with LTC Bill C. Henry, Esq., Director, Air Force Utility 
Rate Intervention Team, Tyndall Air Force Base, Panama City, FL, 
August 27, 1987. 
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None of the funds appropriated or made available by this act shall be 

used to implement or enforce the rule proposed on May 7 1986 (51 

Federal Register 16988-16991)....49 
This has resulted in the continued use of existing regulations: FAR 
Subpart 8.3 and ASPR Supplement No. 5 (1974). Because Supplement 
No. 5 was not included in the initial FAR revision of the ASPR, it was 
grandfathered in for a period of two years. When the CICA modified 
the FAR (and 10 USC 2301 et seq.), it demanded competition unless 
the proposed procurement met one of seven statutory exceptions. 

The effect of the FY 1987 Defense Appropriation Act language was 
to halt full implementation of the OFPPA (FAR) and the CICA. This 
direction also had the effect of limiting two high-visibility initiatives: 
(1) third-party venture capital projects (to supply power require- 
ments); and (2) increased DoD reliance on coal for energy require- 
ments. Department of Defense participation in congressional 
preferences for small power producers and self- or co-generation (as 
expressed in PURPA) are similarly affected. 

By refusing to act or allow the Department to act, Congress will 
expose the Department and its services to criticism from proponents 
of increased competition, proponents of decreased regulation, propo- 
nents of increased venture capital projects, and critics of excessive 
federal spending. A significant note is that, while Congress has 
precluded new FAR regulations from taking effect, it has not relieved 


the Department from following existing laws and regulations. Current 


49Ninety-Ninth Congress, 2d Sess., Conference Report No. 99-1005, 
Making Continuous Appropriations for FY 1987, v. 1, October 15, 1986, 
section 9111, p. 126, Government Printing Office, Washington, D.C., 
1986. 
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Department policy and reasoning is that existing regulations give suffi- 
cient authority for competitive procurement if conditions warrant 
such action. What is required are guidelines for procurement officers 
to use in evaluating and reconciling: (1) long-standing congressional 
policies, and (2) potential adverse local impacts if the local utility is 


not the successful competitive bidder. 


E. PROPOSED CONGRESSIONAL DIRECTION FY 1988. 


None of the funds appropriated or made available by this or any 
other Act shall be used to procure electric utility service in a man- 
ner inconsistent with state law or policy governing the provision of 
electric utility service, including electric utility franchises or service 
territories established pursuant to state statute, state regulation, or 
state-approved territorial agreements, or in a manner inconsistent 
with provisions of the Federal Power Act of 1935, as amended.°° 


It is reasonable to infer that after careful reading of the above pro- 
posed FY 1988 appropriations language— and with a thorough under- 
standing of possible sources of electrical power supply— competitive 
procurement of electrical power is still possible and required. The 


ta 


key phrase “... inconsistent with state law or policy ...” provides the 
direction and path that allows fulfillment of both CICA provisions and 
provisions of the proposed FY 1988 Appropriations Act. 

The Federal Power Act of 1935 (as amended) establishes federal 
regulation of all interstate (and some intrastate) wholesale electric 


power transactions. It also establishes national rate design standards 
50100th Congress Ist Sess., Draft FY 1988 Appropriations Language 
(April 21, 1987), Title VIII, General Provisions, Report of the 


Committee on Appropriations, p. 277, Government Printing Office, 
Washington, DC, 1987. 
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that states must adopt unless state law or constitution prohibits such 
standards. The act allows each state to regulate intrastate retail sales, 
service territories, and other related matters. 

The Public Utility Regulatory Policies Act of 1978 amended the 
Federal Power Act of 1935 to encourage a special class of electric 
power generators. These special generators are commonly referred to 
as Qualified Facility producers, or QFs. Qualified Facility producers are 
either cogenerators (less than 30,000 kilowatts) or small power pro- 
ducers (less than 80,000 kilowatts if generated by geotherma’ <:iergy, 
unlimited if generated through biomass methods). Generally, QFs are 
exempted from all or most of the Federal Power Act (16 USC 791la et 
seq.). State laws regarding rates of organizational regulation, and the 
Public Utility Holding Company Act (14 USC 79 et seq.).5! In addition, 
Congress directed state regulatory bodies to enact rules requiring 
electrical utilities to provide backup power to QFs and buy (or wheel) 
energy offered by QFs in a fair, reasonable, and non-discriminatory 
manner. In establishing and encouraging QFs, Congress was undoubt- 
edly aware of the unique status it was granting them. From this, it 
follows that Congress was also aware that QFs would compete for cus- 
tomers in some utility franchised service areas. 

All parties— Congress, state regulators, and electric utility execu- 
tives— recognize that military installations have the right to generate 


their own power if circumstances warrant it. In an effort to allow such 


5116 USC 824a.-3(e)(1), p. 853. 
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actions, and to reduce federal outlays, Congress established a program 
allowing private individuals to provide required production facilities. 
These private projects are referred to as 3rd Party Venture Capital 
Projects, or sometimes just Venture Capital (proposals, contracts, 
etc.). Procurement officers are allowed to contract for venture capital 
energy for periods of up to 30 years. This extreme amount of time was 
necessary to ensure venture capitalists access to low-cost financial 
assets, and to ensure that the federal government receives full value 
and benefit of venture capital projects. In establishing such authority 
and procedures, Congress was undoubtedly aware that such projects 
would compete with franchised utilities for federal customers, in both 
wholesale and retail markets. 

Inasmuch as state laws generally allow customers the option of 
self-generation and third-party generation, and/or cogeneration, it is 
reasonable to infer that Department of Defense customers also have 
such options. Additionally, it would be reasonable to infer that 
Department installations have: (1) the ability to compete electric 
power requirements when the defense installation has two or more 
franchise areas adjacent to its boundaries; and/or (2)have the authority 
to apply for, and use, federal power allotments administered by 
Department of Energy marketing agencies. The only competition that 
may be restricted for FY 1988 is that which pits the locally franchised 
electric utility against an electric utility which does not have a service 
area adjacent to a military installation boundary. This, too, is some- 


what mitigated since the federal government would have the same 


o1 


options as other customers to petition the state regulatory commission 
for authority to allow other utilities to serve its electric power 
requirements. An example of this type of competition is occurring in 
New York, where General Motors received approval from the New 
York Public Service Commission to allow such a transaction. General 
Motors is also seeking approval for a similar competition in the 
Indiana, Michigan, Ohio Tri-State Area.°? 

Two types of electric power contracted for by the Department of 
Defense are unaffected by this appropriations act direction: whc'=: ale 
power and unregulated power. An additional “type” of power that also 
appears to be unaffected is new power requirements. The effect of the 
appropriations act on new power requirements is uncertain because 
congressional concern is focused mainly on existing electrical power 
requirements and the rate shock effects of losing such requirements. 
Since “new” loads are not part of the rate base, there would not be any 
rate shock if these loads were competitively procured. 

Further discussions on the possibilities of competitive procure- 
ment of electric power in the face of this proposed legislation are 
almost endless. Three important points are noted. First, the FY 1988 
proposal is not yet law. Second, if the proposed language is enacted 
exactly as proposed, many competitive procurement options exist. In 
addition to the options outlined above, there are options available in 


each of the individual states. Third, appropriations acts are valid for 


°2Weberman, Ben, and Snitzer, Adam, “Freewheeling,” Forbes, August 
10, 1987, pp. 36-37. 
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only one year. The Department of Defense should continue to plan and 
organize strategies that will allay congressional, state regulatory, and 
electric utility industry fears of severe rate shock and simultaneously 
fulfill present and historical preferences for full and open competition 
in procurement of electric power. While the CICA (and 10 USC 2301 
et seq.) allows restrictions on bidders in the procurement process, the 
intent of such restrictions was to increase competition, not restrict it. 
Department of Defense efforts should be directed toward the overall 


congressional mandate of increasing competition. 
| 


o3 


IV. sol F MPETI E_ PR REMENT 
OF ELECTRICAL POWER 


A. COMPETITIVE ENVIRONMENTAL CONCERNS 

Competitive conditions existing at Department of Defense 
installations are a mixture of variations and situations. The variations 
deal with competition: There either is or is not competition. The 
situations deal with jurisdiction: There is shared (or concurrent) 
federal/state jurisdiction, or there is exclusive federal jurisdiction. 

If there is exclusive federal jurisdiction, the ability of federal pro- 
curement officers to competitively procure electric power is only 
dependent upon whether competition does or does not exist (Pacific 
Coast Dairy, supra, and Black Hills, supra). If there is shared federal/ 
state jurisdiction, the ability of federal procurement officers to com- 
petitively procure electric power is dependent on two determinations. 
The first determination is what the ultimate use of the electrical 
power will be: appropriated fund activities, federal resale activities, or 
nonappropriated fund activities. If the first determination is for either 
of the first two activities, the second determination is whether com- 
petition does or does not exist (Pacific Coast Dairy, supra; Black Hills, 
supra; United States vs. Georgia, supra; and Public Utilities Commission of 
California vs. United States, supra). 

If the first determination for the ultimate purpose of the electrical 
power is for a nonappropriated fund (NAF) activity, competition is still 


possible but additional questions must be answered (e.g., how 
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complicated will it be to compete; is it cost-effective to compete). If 
the procurement official decides it is in the best interests of the 
United States to compete for the electrical power needs of a NAF 
activity, Black Hills, supra, and United States vs. Georgia, supra, appear 
to support the federal government’s right to do so. However, Penn 
Dairies, supra, and Paul v. United States, supra, appear to restrict such 
federal government rights. The deciding factor in such conflicts 
would appear to be the court’s view of congressional intent and 
whether the Competition in Contracting Act and the Office of Federal 
Procurement Act of 1974 are clear and explicit federal policies 
allowing such activity. If there are not clear federal policies, competi- 
tion is not possible. If there are clear federal policies (and Black Hills, 
Supra, buttresses such an argument), the second determination must 
be whether competition does or does not exist. 

If competition does not exist, the only alternative is to stay with 
the existing supplier. This determination is not easy to make. To 
properly document such a decision, a market survey should be made. 


Properly conducted, a market survey would note: 


1. The Existence of Franchised Service Areas Adjacent to or 
Encompassing the Federal Installation 


If there are two or more service territories adjacent to the 
Department installation, competition is possible, and in fact required. 
If there are one or more service territories close to the Department 


installation, competition may be feasible if wheeling is economical. 
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2. The Existence of Transmission Lines On Near) the 
Federal Activity, and the Owner(s) of Such Lines 


Transmission lines on or near Department installations may 
be owned by more than one utility. “Near” is a term best defined by 
the specifics of each situation. If the electrical power requirement is 
large, “near” could mean any transmission line within 10 miles, or 
more. If the electrical power requirement is small, one-half of a mile 
may not be “near” enough. The force driving this parameter is eco- 
nomics. As discussed earlier, SDG&E procured power from a genera- 
tor 600 miles distant. If the economics of any situation show 
competition to be in the federal government’s best interest, the 
Sherman Act cross-reference of 16 USC 803(h) appears to obligate 
electric utilities to compete. 


3. The Existence of Economic Dispatch (Poolin Regions 
end Utilities Who Are Members of Such Agreements 


If the local utility is a member of an economic dispatch 
agreement, there will not be any change in who generates the power— 
only who is paid for it. This cardinal fact is noted by even the Edison 
Electric Institute,°% an electrical utility lobby and association opposed 
to competitive procurement of electrical power by anyone. For market 
survey purposes, the federal government will not structure the details 
of any possible proposal. To do so may appear to give favor or direc- 


tion to one particular proposal or approach. It is sufficient to know 


53Public comments to the FAR Secretariat by Douglas C. Bauer, Senior 
Vice-President, Edison Electric Institute, Washington, DC, September 
9, 1986, p. 18. 
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that competition exists and the federal government is able to take 
advantage of it. If the Department installation is in an economic dis- 
patch area, competition exists. 


4. The Size of the Electrical Power Demanded, and the 


Applicability/Adaptability of Such a Demand to PURPA QF 
Suppliers 


If the amount of electrical power demanded is small, compe- 
tition may not be in the best interests of the federal government. In 
this situation, negotiated procurement is allowed. If the amount of 
electrical power demanded is very small (e.g., less than $25,000 per 
year), neither competitive nor negotiated procurement is required. 
This certainly makes sense if the power is for an office in an urban 
setting. However, if the electrical power demand is large and/or it 
can be combined with steam load requirements, the total power 
requirement at that Department installation may be suitable for self- 
generation, third-party venture capital projects, or QF generation. If 
this is the case, competition exists and competitive procedures must 


be used when it is most advantageous for the Department to do so. 


5. Possibility of Wheeling Power from _a Distant Electrical 
Power Producer 


If a non-adjacent electric utility or federal power marketing 
agency has sufficient low-cost power to absorb wheeling costs, the 
possibility of wheeling power and competition exists. Wheeling costs 
are the key factor in this situation. Because of Otter Tail, supra, the 
locally franchised utility would find it very difficult to refuse wheeling 


requests. It is a commonly held, and accepted, view that the utility 
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wheeling the power should be compensated for doing so. This is true 
if, in fact, the wheeling utility experiences increased costs (line 
losses). But, as discussed earlier, not all wheeling will result in 
increased costs to the wheeling utility. If the wheeling utility’s costs 
are decreased by wheeling power, the other utility(ies) involved should 
be compensated for such savings.°4 Thus, since wheeling cost can be 
either positive or negative, it is very difficult to analytically determine 
when wheeling is a viable option. The easiest method for establishing 
the applicability of this option in uncertain circumstances is to actually 
compete the electrical power requirement. Such an action will 
determine empirically the existing competitive environment. 

The above list is not all-inclusive; it is intended to highlight 
the purpose of the market survey— determination whether there is 
sufficient competition in an area to warrant the use of full and open 
competitive procurement procedures. If competition is not war- 
ranted, negotiated procurement practices may be used. 

A very important federal government option is significant to 
note at this point: If competition does not exist (and circumstances 
warrant such action), the contracting officer is authorized to foster 
competition by limiting the number of sources from which bids and 
proposals are accepted.°> Sometimes when the federal government 


wants a second source for competition purposes (e.g., missiles, rifles), 


°4Schweppe, et al., p. 1-5 and 1-6. 
5510 USC 2304(c)(2), p. 613. 
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the only way to achieve the second source is to prohibit bids from the 
dominant supplier. For utility procurement, such an action would be 
very unusual. However, the contracting officer is authorized to take 
such action if price discrimination is excessive, reliability of the elec- 
trical power is critical, or if doing so would increase or maintain com- 
petition.56.57 While such logic is not normally applied to electrical 
power procurement, nothing in the CICA or Chapter 137 
(Procurement Generally) of Title 10 precludes such an application. 
Rather, the CICA directs competition advocates to find such logic to 
challenge the status quo and increase competition in procurement 


practices. 


B. COMPETITIVE ENVIRONMENTAL CONSIDERATIONS 
The law is hard, but it is the law. [Roman Proverb} 

A federal procurement officer must consider many, sometimes 
conflicting, factors when evaluating procurement options. It is neces- 
sary to understand market and governmental trends, conditions, and 
adaptabilities. In addition to normal commercial procurement prac- 
tices, federal procurement officers must understand congressional 
intent and policy. The policies and direction given by Congress do not 
always affect actual practices as Congress intended them to. This is a 


normal consequence of complex and overlapping policies. 


5610 USC 2304(c)(3), p. 613. 
°7Public Law 98-369, section 303, 98 Stat. 1175. 
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Today, federal procurement officials are facing a dilemma. His- 
torical congressional policy and direction has been to encourage full 
and open competitive procurement. When the FAR secretariat pub- 
lished regulations directing methods of competitive procurement for 
electrical power—in clear, unambiguous terms— Congress directed the 
suspension of the new rules. In doing so, Congress directed the con- 
tinued use of existing rules. But the existing rules (FAR subpart 8.3 
and ASPR Supplement No. 5) were grandfathered in for only two years 
-Fintil 1 April 1987). If it is accepted that the FY 1987 appropeiaain 
language extended this grandfather period, what still must be resolved 
is the intent of Congress: ASPR Supplement No. 5 allows competition 
of electrical power when competition is present. The ultimate ques- 
tion for the Department to decide is whether to compete electrical 
power or buy from the franchised utility; both options appear to still 
exist. 

Less stratified, but no less important, are four additional major 
considerations affecting the cost and quality of electric power. 

1. User Requirements and Load Characteristics 

Reliability, stability, and interruptability are the most impor- 
tant long-term concepts. Immediate user attention is typically 
focused on substation ownersnip, service metering voltage, kilowatt 
demand levels, energy demand levels, special service requirements 
(voltage regulation, filtering, etc.), and the ability to handle projected 


load growth and load surge requirements. 


60 


2. Contract Size Thresholds 

If the required electric load is specialized, small, or erratic, it 
may not be economical to competitively bid. Contract bidding and 
administration costs should be included in any economical analysis 
used to support the determination to competitively bid an electric 
power contract. Another consideration may be the ability to split a 
= large electrical requirement into a series of smaller contracts. 
This would allow more uniform training and staffing of procurement 
offices. It also might increase competition opportunities for small and 
economically disadvantaged businesses. It would allow easier justifica- 
tion of excluding certain offerors if required to increase competition 
and allow unsuitable and nonperforming contracts to be terminated 
with less inconvenience to the federal government. This step would 
also allow experimentation with the type of contract which would 
assist the contracting officer in determining what the true fair and 
reasonable cost of electric power is. 

The negative aspect of more (and smaller) contracts is the 
increased workload that is required. There is not much difference 
between a utility procurement of two million dollars and one for ten 
million dollars. There is, however, quite a difference between one 
two-million-dollar contract and five two-million-dollar contracts. 
Another parameter to be considered is how to differentiate the per- 
formance of multiple commodity suppliers. All are delivering a homo- 
geneous commodity that is used immediately. An additional contract 


to monitor performance or contract-specific language requiring 
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coordination and cooperation are possibilities. Fortunately, such 
agreements/arrangements already exist between electric utility com- 
panies. The technical ability to monitor individual contract perfor- 
mance is only one of many important contract details. It is mentioned 
here to remind everyone concerned that there are downside risks and 
difficulties to be considered. 
3. Contract Time Periods 

The length of any contract must be carefully considered. 
Existing statues allow contracts for energy services to last for periods 
of up to 30 years (with prior Secretary of Defense approval).°® Gener- 
ally (e.g., US Navy), contracts for periods of greater than ten years 
require prior approval of the Service Secretary. If the primary intent 
of the contract is to assist QFs, or third-party venture capital contrac- 
tors, a long contract time period may be correct. If the primary intent 
of the contract is to take advantage of the flexibility and cost advan- 
tages afforded by competitive contracts, shorter time periods with 
contract options may be more appropriate. Many alternatives are 
available. The one chosen must make sense for the specific situation 
and effects desired. Long and short time periods have specific advan- 
tages and disadvantages unique to the time period selected. Irrespec- 
tive of the exact time period, due consideration must be given to 
expected mission characteristics, economic trends, electrical reliabil- 
ity, electrical supply security, and reprocurement of electrical 


5810 USC 2394, United States Code, v. 3, p. 388, Government Printing 
Office, Washington, DC, 1983. 
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requirements at the end of the proposed contract period. A mixture 
of demand and indefinite term contracts would offer installation pro- 
curement officials the greatest level of flexibility. The exact type and 
number of contracts depend upon the considerations listed above, and 


considerations that are contract specific. 


. 4. Contract Methodologies 


Competitive bidding of electric power is not the procurement 


norm. Because of the criticality of this commodity, evaluation of bid 
proposals is judicious. The many factors of electrical service lend 
themselves to detailed design specifications. However, a mixture of 
design and performance specifications is more appropriate. User 
requirements such as voltage stability can be provided in more than 
one manner. Dictating specific methods to achieve contract require- 
ments unnecessarily restricts proposals. Such restrictions offer 
avenues for rejected bidders to protest awards. Restrictions in pro- 
curement contracts should receive careful consideration before inclu- 
sion. Inasmuch as evaluation of all proposals is (probably) necessary, 
multi-step and competitively negotiated, performance-oriented 


design contracts are preferred. 


C. PROCUREMENT STRATEGIES 

Long-term availability of electric power and the regulatory bargain 
are two considerations often brought forth to discourage the competi- 
tion of power requirements. While more assertion than argument, 
these considerations deserve attention. A strategy that confronts both 


issues is to reserve (for the local utility) a portion of the total required 
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demand. This fenced demand could be the minimum uninterruptable 
installation requirements or the remainder of the total installation 
requirement. It could be off-peak power or any other identifiable 
power requirement. 

The purpose of such a strategy might be to stay with the local 
utility for strategic and comity reasons. It might cushion the local 
utility and utility ratepayers from the effect of an immediately com- 
petitive environment. This might result in higher short-term electri- 
cal power costs fer the Department of Defense. Properly handled, 
such a policy might also increase the total number of electric power 
suppliers. This situation could develop naturally, or it could be 
assisted by judiciously restricting certain offerors from individual con- 
tract competitions. It is not necessary that this occur; it is very 
important that it can occur. 

The ability to verify cost fairness and reasonableness could be a 
side benefit of slowly easing into a major or fully competitive procure- 
ment environment. A 1986 cost-of-service survey by the Electricity 
Consumers Resource Council (ELCON) assessed cross-class subsidies 
paid by industrial customers. On average, industrial rates were six 
percent higher than strict measure of cost allocation indicated they 
should be. The numbers used in the study were from 1984, the latest 


year with full utility sales and revenue results.°9 


°“9Cost-of-Service Survey, Profiles in Electricity Issues No. 1 (March 
1986), p. 5, Electricity Consumers Resource Council, Washington, DC. 
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In FY 1986, the Department of Defense paid over $1.644 billion 
for commercial electric power. Applying the six-percent ELCON 
amount as an average suggests that the Department paid over $98.6 
million in cross-class subsidies during FY 1986. Considering the high 
cost areas of many Department military installations, this figure can be 
considered quite conservative. In California, the ELCON report noted 
the average rate-of-return difference between residential and indus- 
trial customers was 11.6 percent: The difference between the average 
industrial and average system rate of return was 7 percent.69 Compe- 
tition-influenced negotiations between San Diego Gas and Electric 
Company and the US Navy currently underway appear to be producing 
estimated savings of $11 million per year, or approximately 13 per- 
cent of the US Navy’s yearly bill. 

Multiple contracts for definite and indefinite terms could induce 
utilities in every area to compete with greater enthusiasm. The effect 
of losing part of a governmental load would not be as severe as losing 
the entire governmental load. As each contract bid period was clos- 
ing, the competing utilities could examine their individual situations 
and adjust their bids appropriately. A utility that lost a “local” load 
one week could be partially, or completely, compensated if it won a 
“distant” load the next week. Such competition would also allow 
small businesses to compete for part of the federal electrical power 


requirements on more equal footing with large utilities. This would 


60Ibid., p. A-1. 
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have the added benefit of encouraging third-party venture capitalists 
and PURPA-allowed QFs. These are two high-interest congressional 
initiatives. If these events were to occur, they would have the effect of 
increasing local, and system, electric power reliability. Reliability 
would increase because of reduced dependency on the high-voltage 
transmission grid and on very large single-site generators (e.g., Three 
Mile Island, PA; Seabrook, NH; Shoreham, NY). For some areas, small 
power producers might also provide added margins of safety if large 
power plants require restart (e.g., nlants taken off-line ae earthquake, 
transmission grid failures, or switching station failures). 

One strategy already being used, but as of yet not fully exploited, is 
cogeneration. This option allows use of secondary steam cycles for 
heating needs, industrial purposes, peaking loads, and load shifting. If 
the cogeneration site is within the military installation boundaries and 
Security zones, the added benefit of increased energy security is 
achievable. These benefits have been recognized and programs to 
achieve them have been authorized and utilized. They are mentioned 
here to remind procurement strategists that competitive procurement 
strategies can, should, and must be integrated into existing programs. 

One final strategy consideration is electric utility industry pres- 
sure for deregulation and competitive electric sales. In the past sev- 
eral years, electric industry strategists have foreseen the opportunities 
afforded by deregulation of generation and transmission activities. 
Public Service Company of New Mexico has applied to its regulatory 


commission for permission to restructure itself. The utility wants to 
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separate its generation, transmission, and distribution activities into 
separate businesses. Duke Power Company in Charlotte, NC, recently 
proposed to buy and operate a nuclear generating plant in California. 
Chicago’s Commonwealth Edison Electric Company has applied to the 
Illinois Regulatory Commission for permission to spin off a portion of 
its nuclear generating capability.6! These, and other, electric utility 
companies recognize that the past regulatory environment supporting 
total monopolies is gone. It is a casualty of technology advances in 
generation and transmission fields. It is also a victim of its own abuses: 
Regulatory procedures, delays, and obstruction of industry innovations, 
methods, and rate relief have increased the costs electric utilities 
absorb and rate-payers bear. 

In 1978 (via PURPA), Congress injected seeds of change into all 
utility industries. The electric utility industry is experimenting with 
open-market techniques in generation and transmission. A consensus 
is forming that generation is no longer a true monopolistic activity and 
should be deregulated completely. A similar consensus is evolving to 
turn the power transmission grid into the status of a “common 
carrier.” This is what happened to the natural gas and oil industry. 
While many regulators and electric utilities will oppose these moves, it 
appears that economic and deregulatory forces will eventually force 
such moves. The last regulated electric utility activity— distribution— 


appears to be a true natural monopoly. No consensus or acceptable 


61Weberman, p. 36. 
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argument has been found that would support the deregulation of this 
activity. Most Department of Defense installations operate their own 
distribution grids independent of the local electric utility. The 
regulation of, or lack thereof, of distribution grids has little to no 


effect on the Department of Defense. 


D. ELECTRICAL UTILITY INDUSTRY OBJECTIONS 

A complete listing of all the objections the electric utility industry 
has to competitive procurement of electric power is not intended in 
this study. Comments on proposed changes to the FAR, published in 
the Federal Register, ran several feet in depth. The comments below 
are the major ones distilled from 77 pages of comments by the Edison 
Electric Institute, as submitted to the FAR Secretariat on 5 September 
1986. The Edison Electric Institute is an association of private 
investor-owned electric utilities. It acts as a lobbyist presenting the 


majority position of its member utilities. 


1. The Institute Believes that the Proposal to Compete 


Power Requirements is Inconsistent with Existing Federal 
and State Laws and Jurisdictions. 


Their position is that there is nothing mandated in the CICA 
that requires electrical power to be competitively procured. Neither 
is there anything in the CICA or the OFPPA that directs actions over- 
turning the existing federal/state regulatory framework based on the 
1935 Federal Power Act. 

This is the strongest of the institute’s positions and argu- 


ments. Unfortunately, it is an argument without thrust. As outlined in 
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Chapter II, congressional policy, federal law, and US Supreme Court 
decisions all support the opposite view. The point is not that the laws 
require competitive procurement of electrical power: They do not 
allow for the noncompetitive procurement of electrical power unless 
certain, conditions exist. When and where such conditions do not 
exist, electrical power must be competitively bid. Congressional 
direction goes farther still—procurement officers must challenge 
existing situations when competitive procurement of goods and Sser- 
vices is not possible. This is the mandate that congressional policy 
codified into Public Law 98-369, the Competition in Contracting Act 
of 1984,62 Title 41, USC 418b,®% and Title 10, USC 2318.64 Thus, 
calling a cow’s tail a leg does not make it one, cadit quaestio. 


2. The Institute Believes That, if Power Requirements are 
Competitively Procured_ and Federal Customers Leave the 
Local System, the Remaining Ratepayers Will See 
Increased Rates. 


This will be true if the utility loses competitive procurement 
contracts of previously negotiated electrical power requirements. 
This will also be true if the federal customer were to turn to self-gen- 
eration or cogenerated power. Additionally, this will be true if the 


federal installation accepts a third-party venture capital contractor’s 


62Public Law 98-369, section 20(b), 98 Stat. 1198. 


6341 U.S.C. 418b, United States Code, Supplement III, v. 3, p. 539, 
Government Printing Office, Washington, DC, 1986. 


6410 USC 2318, Supplement III, pp. 623, 624. 
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proposal or PURPA QF contractor’s proposal for power. To argue that 
competitive procurement of electric power may raise remaining 
ratepayer rates is acceptable. To ignore the fact that the same effect 
can be brought about by other legal and valid methods is pure sophism. 

Ignored in the institute’s position are those utilities that win 
competitive procurements. If the power requirements are new to that 
utility, its ratepayers should experience an immediate benefit in the 
form of lower rates. This will occur for exactly the same reasons the 
losing utility’s ratepayers will experience a rate increase ‘fowever, as 
competition forces increased efficiency, the losing utility’s ratepayers 
will also experience some benefits from the competition. In the long 
run, all parties will benefit from the increased efficiency and eco- 
nomics of the situation. An additional point not mentioned in the 
institute’s position is that increased rates will result when large pri- 
vate customers choose to leave the rate base. The institute is trying to 
deny the federal government rights private companies and individuals 
already enjoy. 


3. The Institute Believes the Overall Reliability of Electric 
Service Will be Degraded. 


This will occur because competitive procurement of electric 
power will exacerbate the difficult task of forecasting future electrical 
demand. Reliability of service will also suffer if “distant” power is 
wheeled by the power transmission grid. 

Both of these arguments have a shard of truth. The transmis- 


sion grid argument is the strongest. Bid proposals should be rejected 
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if power flow analysis shows the planned procurement reduces overall 
system reliability. This is one reason power flow analysis data must be 
made available to all interested parties. However, not all bid proposals 
will destabilize the transmission system. As discussed in Chapter II, 
some wheeling proposals have the capacity to strengthen system sta- 
bility. Neglecting this possibility is not logical if system reliability 
improvement is a goal. 

The forecasting argument is without real merit. Adding one 
more factor to the hundreds utility forecasters. already contend with is 
not onerous. Any attempt to forecast trends five to fifteen years into 
the future is replete with uncertainties. The current supply surplus is 
evidence that past attempts to forecast today’s demands were unsuc- 
cessful. Difficulties in forecasting future trends will not go away if 
competitive procurement policies are spiked. However, such difficul- 
ties may be mitigated if there are multiple small to medium suppliers 
of electricity available to provide a cushion if demand is underesti- 


mated. Thus, again, cadit quaestio. 


4. The Institute Believes that the Obligation—-to-Serve Prin- 
ciple of the Regulatory Bargain is Being Abused by the 
Federal Government's Proposal to Compete Power 
Requirements. 


This argument notes that existing facilities were built to serve 
existing loads in defined service territories. It further postulates 
there might be legal, technical, and operational repercussions if 


wheeling (retail) power were allowed. To overcome such 


71 


repercussions, it may be necessary to build additional— perhaps 
duplicate— transmission capacity. 

The argument against new transmission capacity is absurd. If 
the power to be wheeled is inexpensive enough to absorb such costs, 
the local utility may have been very poorly managed. Holding any cus- 
tomer captive to inefficient producers because their management has 
been ineffective is ludicrous. Holding the federal government captive 
to such management would appear (to most sensible individuals as) 
irresponsible. If new transmission capacity is built, it is ™53st likely to 
improve transmission grid and system stability. The institute’s argu- 
ment of system reliability (weak reliability) and operational considera- 
tions (duplicate facilities) are at cross-purposes in some respects. 
They are more arguments based on hardship to the electric utility 
industry than arguments based on relevant facts. 

This still leaves the considerations of possible repercussions 
and the obligation-to-serve principle. Repercussions for a changed 
state of affairs seem baseless. The US Supreme Court has held indi- 
vidual contractors blameless for using their property to contract with 
the federal government (Pacific Coast Dairy Inc. v. Department of Agri- 
culture of California, 318 US 285 (1943), et al.).65 For states to hold 
the federal government responsible for exercising its right to conduct 
business without state interference is in violation of the supremacy 


clause of the US Constitution. 


65Pacific Coast Dairy Inc., p. 628. 
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To argue that existing facilities were built for existing loads is 
to argue for unchanging conditions—it isn’t possible. If the federal 
government requires something site specific (e.g., a second transmis- 
sion feeder), then it should be held responsible for the specific need 
costs. The argument that an industrial customer must stay with a util- 
ity because the utility has made long-term decisions for investment is 
improper. This is merely an argument for monopoly profits. Most 
commercial customers have the long-term option of leaving a geo- 
graphic service area; as a rule, Department of Defense installattsris do 
not. Restricting Department options to seek less-expensive goods and 
services is in direct conflict with 178 years of congressional direction. 
This direction dates from the 10th Congress, March 3, 1809: 

... All purchases and contracts for supplies and services which are or 
may, according to law, be made by or under the direction of either 
Secretary of the Treasury, the Secretary of War, or the Secretary of 
the Navy, shall be made ... by previously advertising for proposals....6© 
Additional points disputing this argument are possible but hardly nec- 
essary. The federal government is allowed to use its position and size 
to procure goods and services at prices most advantageous to itself. It 
need not apologize for this ability. If the impact of leaving a local ser- 
vice area is economically catastrophic in the short term, special con- 
tracting arrangements can be made. Curtailing a significant federal 
right is a very harsh long-term response for possible (not probable or 


certain) local economic harm. 


66United States Statutes At Large, v. 2, chapter 27, section 5, p. 536, 
Charles C. Little and James Brown, Boston, MA, 1845. 
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V. CONCLUSIONS _ AND RECOMMENDATIONS 


A. OVERVIEW 

Competition in the Department of Defense has undergone a philo- 
sophical metamorphosis. The catalytic agent of this change was 
Congress. The Office of Federal Policy Procurement Act and the Com- 
petition in Contracting Act are the mechanisms that ensure continued 
nurturing of this new philosophic outlook. 

While the Department of Defense was experiencing a competition 
catharsis, the Electric Utility Industry was experiencing a similar reg- 
ulatory metathesis. The catalyst of this transformation was the Public 
Utility Regulatory Policies Act. While not directly applicable to 
Department of Defense procurement policy, this act provided the 
mechanisms for competition in the electric utility industry (economic 
dispatch and QFs). Technology has provided the means, and Congress 
has provided the authority, for interested parties to engage in 
competition with established utilities. While not intuitively evident, 
the competition catharsis of the electric utility industry is well 


underway. 


B. CONCLUSIONS 
This study has revealed a number of conclusions relevant to com- 


petitive electrical power procurement. 
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1. The Department of Defense Policy of Comity Regarding 
Utility Purchases is in Conflict With Existing Statutes 
and Regulations. 


The Competition in Contracting Act, et al., and relevant 
United States Code clearly require competition of electric power pro- 
curement. Congress has historically required competition whenever 


possible. 


2. The Department of Defense Has the Authority to Com- 
petitively Procure Electric Power. 


Congress has directed a policy of competitive procurement. 
The US Supreme Court has found that this policy is legal. Further, the 
Supreme Court has held (due to the constitutional supremacy clause) 
individual states cannot interfere with or hinder this policy. If the 
electric power is to be used for official purposes, the Department of 
Defense’s authority to competitively procure such power is effectively 


absolute. 


3. Many Conditions Exist Which Support Competitive Pro- 
curement of Electric Power Requirements. 


In addition to the often-cited conditions of no franchise area 
Or more than one supplier in a franchise area are: (1) existence of 
qualifying facility power producers; (2) self-generation or cogenera- 
tion; (3) third-party venture capital; (4) discriminatory rates; (5) 
supply reliability; etc. Congress has also enacted statutes that allow 
procurement officers to restrict potential bidders to enhance and fos- 
ter the federal government’s ability to competitively procure goods 


and services. 
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4. The US Supreme Court Ruling That Utilities Are Subject 


to Antitrust Laws Profoundly Enhances Competition 
Abilities. 


The Department of Defense does not usually have arouucenne 
request Federal Energy Regulatory Commission wheeling orders under 
the Public Utility Regulatory Policies Act. Otter Tail, supra, gives the 
Department the ability to request wheeling orders in federal court, 
under federal law, if local utilities refuse to honor potential bidders’ 
requests to wheel power. Further, this ruling prohibits electric utili- 
ties from making agreements, or reaching undersvai:dings, not to 
compete if they have the ability to compete. 


5. Competitive Electric Power Procurement Will Result in 
Fair and Reasonable Rates For All Ratepayers. 


Current rate and tariff schedules are biased against non-resi- 
dential customers. Electric utility industry and state regulatory oppo- 
sition to competitive procurement proposals are an attempt to con- 
tinue cross-class subsidization of residential customers. Such rate 
inequities are hidden federal subsidies the Department of Defense 
pays to state and local governments and ratepayers. Electric utility 
industry statements that local rates will increase if large customers 
compete electrical power purchases are assertions and arguments for 
unevenly assessed monopoly profits. Further, such arguments are 
appeals based on inconvenience and passion rather than relevant fed- 
eral rights, procurement law, or obligations to all United States citi- 


zens— not just those living around military installations. 
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6. Current (FY 1987) and Proposed (FY 1988) Defense 
Appropriation Acts Do Not Totally Restrict Competitive 
Electric Power Requirements. 


The language of the FY 1987 act prohibits rigid codification 
(in the FAR) of the Competition in Contracting Act. The FY 1987 lan- 
guage still allows electric power to be competitively procured if the 
procurement officer is aware that competition is possible. Further, 
and quite significantly, the direction contained in the language does 
not relieve the Department of Defense from adherence to the Compe- 
tition in Contracting Act (and relevant federal statues). ‘l.1¢ proposed 
language of the FY 1988 act, while slightly more sweeping, does not 
explicitly give up the right of supremacy or competitive procurement 
of electrical power. Neither act gives states unambiguous authority to 
regulate power sales to Department installations on land under exclu- 
sive federal jurisdiction. Because of the national procurement and 
energy impact of this type of restriction, the matter is likely to be 
debated before the full Congress. National procurement and energy 
policy is unlikely to be left to only the Defense Appropriations Com- 


mittees of the House and Senate. 


C. RECOMMENDATIONS 


1. The Department of Defense Should Develop and Issue 
Policy Directing Competitive Procurement of Electric 
Power in Accordance With Existing Laws and Regulations: 
The Policy of Comity Should Be Dropped. 


This policy should address contract strategies, timing, size, 


etc. It should also address the subject of local impacts and the 
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importance of mitigating those impacts when possible (e.g., multiple 
contract awards). The policy should avoid giving rigid instructions on 


procurement methods. 


2. The Department of Defense Should Initiate an Integrated 
Electric Power Strategy Group. 


Guidance on strategy should direct evaluation of all major and 
relevant factors (e.g., supply reliability, supply security, applications). 
The group would be responsible for dealing with proposed congres- 
sional legislation, regulatory concerns, and electric utility industry 
relations. The group would also be responsible for correlation and 
evaluation of data produced by the Department of Energy and the 
Electric Utility Industry (often in response to federal law). Currently, 
individual services have utility rate intervention teams that might be 
considered for such a role. However, the staffing of each team would 
have to be increased substantially to adequately deal with all relevant 
issues. An organization at the Office of the Secretary of Defense (OSD) 


level would be more appropriate for tasks as outlined above. 


Assigned to Each of the Services. 


Each military installation in an area would be supported by 





the service responsible for utility contracts in that area. Each service 
would also be responsible for developing an area of expertise relevant 
to the electrical utility field. Questions, conflicts, etc. would be 
referred to the service responsible for leadership in that area. Estab- 


lishing areas and leadership roles will allow the Department of 
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Defense to exercise advanced procurement and training strategies 


while providing required field logistical support. 


D. ANSWERS TO RESEARCH QUESTIONS 


1. Principle Research Question: What Do Current Federal 
Statues, Regulations, and Policies Mandate for Competi- 
tive Procurement of Electrical Power? 


There is not a clear federal policy on the interpretation of 
what existing statutes and regulations mean. Federal statutes direct 
competition for goods and services to the fullest extent possihia. Con- 
gressional policy since at least 1809 (the Tenth Congress) has been to 
require today’s equivalent of full and open competition for goods and 
services. US Supreme Court rulings uphold the right, and obligation, 
of federal procurement officers to compete the acquisition of goods 
and services, almost without interference of state regulations. How- 
ever, House and Senate Appropriations Committees have placed 
direction in the Department of Defense Appropriations Act prohibiting 
the Department from issuing (in the FAR) clear, unambiguous language 
implementing competition guidelines (for electrical power) required 
by relevant federal statutes. While this act must be renewed each new 
fiscal year, it still has the force of law for that fiscal year. Irrespective 
of the Appropriations Act directions, the CICA requires competition 
for goods and services procurement. Until clear, unambiguous direc- 
tion is received from Congress, procurement officers must compete 
electrical power needs within the parameters set down by Congress. 


To date, Congress has not prohibited competitive procurement of 
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electrical power, only certain types of competitions (utility vs. utility) 


when certain conditions exist. 


2. Secondary Research Question: What Are the Conditions 
Necessary For the Department of Defense to Competi- 


tively Procure Electric Power in the Most Timely and 
Efficient Manner? 


A clear and flexible performance-oriented design specifica- 
tion is important. The unambiguous authority to contract for competi- 
tive electrical power is also crucial. This can be shown to exist in a 
number of ways: the existence of more than one supplier willing to 
make an offer to supply the proposed contract electrical power 
requirements, the ability to supply the required electrical power from 
self-generation or cogeneration, or the ability to gain the most advan- 
tageous position for the government (achieved by strategy and tactics). 
But the cornerstone of any successful procurement process is an ade- 
quate procurement staff trained in the details of the procurement at 
hand. In this procurement situation, such a staff should include 
experts in the fields of electric utilities, regulatory agencies, and fed- 


eral procurement contracting. 


E. AREAS OF FUTURE RESEARCH 


1. Amount of cross-class subsidy paid annually by the Department of 
Defense. This will establish what the cost of current policies and 
practices is. It will also highlight those installations with the 
greatest amounts of subsidy, both cash and percentage of bill. 


2. Annual rate of return reported by electric utilities serving 


Department of Defense installations. This will allow the Depart- 
ment to concentrate on those rates and tariffs that clearly are too 
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high. Installations in such utility service areas are paying not only 
cross-class subsidies but also unfair monopoly profits. 


3. Difference between tariff rates charged Department of Defense 
installations and tariff rates charged wholesale customers of elec- 
tric utilities serving those installations. This will allow the 
Department to gauge the fairness and reasonableness of current 
tariff rates. If inappropriate, the Department could concentrate 
on negotiations and/or competition to obtain relief. 


4. The practices currently being used by private companies to 
reduce energy costs. Special emphasis could be given to prac- 
tices that are easily applicable to federal installations and 
restrictions. 
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